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EDITOR'S NOTE 


So that this volume will most accurately present the 
thoughts and ideas expressed by those who appeared on 
the program at the December, 1954 Conference of the 
American Marketing Association, the Editor has 
refrained as much as possible from making any changes 
in the words and phrasing contained in the manuscripts 
as submitted by the authors. The Editor, of course, 
assumes full responsibility for all details relating to 
physical reproduction of these papers. 
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FOREWORD 


In December, 1953 Professor Neil H. Borden, President of the 
American Marketing Association, asked the Committee on the 
Teaching of Marketing to plan and organize a conference to be held 
in Detroit in December, 1954. 


This Committee, plus a local arrangements committee, a 
treasurer, a publicity chairman, a program coordinator and an 
editor of proceedings, constituted the final conference committee. 


The Committee asked the teachers in the AMA precisely what 
kind of a conference they wanted and then followed their wishes as 
closely as possible. In other words, the Committee attempted to 
serve largely in a staff capacity. With this in mind, a question- 
naire was circulated to the entire teacher membership in February, 
1954. Over 150 responded with many helpful suggestions. While 
a scattering of interest was shown in several things, a preponder- 
ance of the teachers desired the following: 


3. A program of 1.1/2 to 2 days in duration, preferably 
timed with a minimum of overlap with the American 
Economic Association meetings. 


2. A program dealing with broad matters of "content" 
rather than "how to teach" marketing. 


3. Little or no registration fee. 
4. Proceedings, published inexpensively. 
5. No expensive meals. 


Along with the questionnaires came many good suggestions for program 
topics. 


The Committee incorporated the results of this survey in the 
over-all planning of the program. Consequently, a two day session 
was planned. The subject matter was broad in nature, and the 
program included as far as possible topics suggested on the 
questionnaires. With a generous grant of $100 from one of our 
teacher members (we promised not to divulge the name), it was 
possible to run the conference without a registration fee. Only 
one meal was planned, and that was an inexpensive luncheon at 
Wayne University. Through much careful planning on the part of 
its editor, the proceedings are available at the nominal fee of $2. 
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The conference was attended by over 250 teachers of marketing, 
the largest number of teachers ever to attend a national conference 
of the AMA. Also in attendance were representatives of both industry 
and government. 


Any success which this conference enjoyed is a result of the 
generous loyal effort of many people. The conference committee 
worked hard and diligently, often at personal financial sacrifice. 
The program chairmen and program participants deserve special 
thanks for the thought and care given to each of the sessions. The 
quality of the papers in these proceedings amply attests to their 
great efforts. Professor Borden worked most closely with the 
Committee during the critical planning stages and shares in no 
small measure the responsibility for a successful conference. 
William C Gordon, Jr., Executive Director of the AMA, and 
his staff cooperated closely at all stages and gave particularly 
valuable assistance in mailing materials. Finally, a great many 
members of the AMA gave generously of their time and advice 
in helping to formulate a conference most useful to the group. 

To all these people, let me express my deepest thanks for a 
job well-done. 


Schuyler F. Otteson 
General Conference Chairman 
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PHYSICAL HANDLING IN THE RETAIL FOOD TRADE 


John R . Whitaker 


American Stores Company 


Those who are actively engaged in the food industry, whether 
growers, processors, manufacturers, wholesalers, or retailers are 
constantly endeavoring to handle the large, physical volume of 
commodities and products in the most effective and profitable manner. 
Since these items represent a major portion of the total tonnage of 
consumer goods, the entire economy of the nation is affected by the 
degree of efficiency with which the basic functions of time, place and 
possession are performed. All of us are fully aware that the money 
spent for food and grocery items represents a large segment of the 
family budget. The actual percentage varies, however, depending 
upon the size and income of the family. 


Retail sales for the United States covering the year 1953 were 
estimated at $170, 739,000,000. Approximately twenty-six (26) 
percent, or $53, 780, 000, 000 was spent for food and beverages. 
This total includes the retail sales for food stores, and eating 
and drinking places. It represents the largest, single segment of 
all the retail trades as classified by the United States Department 
of Commerce. 


The retail segment of the nation's economy is constantly 
striving to handle consumer products in an efficient manner. 
However, the actual costs of retailing vary considerably, depending 
upon the classes of commodities and the type and size of the stores. 
In the food and grocery industry, particularly at the wholesale and 
retail levels, better handling methods are being employed in order 
to serve the consumer at the lowest cost. The objective of this 
article is to point out the progress being made in the physical 


| handling methods as applied to the retail food trade. 


Trends in Food Retailing 


All aspects of the retail food business may be studied from a 
functional and historical basis in order to appraise the significant 
changes and trends within the industry. In line with this approach, 
and as applied to retail food chains, I should like to summarize 
briefly certain significant trends which have taken place during the 
past twenty years. 
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From the depression years of the early thirties to the beginning of 
World War II, the food chains evolved from the service type of store to 
self-service. The number of stores per chain declined as the size of 
each unit increased in sales volume. During the decade from 1930 to 
1940, many food chains increased their merchandise lines and 
departmentalized to include groceries, dairy products, meats, produce, 
and bakery products. The trend toward larger stores was augmented 
by the gradual development of self-service fixtures and mechanical 
refrigeration to handle perishable and semi-perishable commodities. 


During the period of World War II, there was a further reduction 
in the number of food chain outlets due to rationing, personnel short- 
ages, and the constant effort to maintain volume in the face of 
wartime price regulations and commodity shortages. In so far as 
it was possible, the trend toward self-service continued during the 
war period. To maintain volume, many food chains found it 
desirable to add non-food items such as household and hardware 
products. 


During the decade from World War II, the trend toward larger 
food stores has been greatly accelerated in contrast to the decade 
from 1930 to 1940. The supermarket type of store spread 
gradually from the West to the East, as did the trend from service 
stores to self-service stores during the late twenties and early 
thirties. The transition from combination, self-service stores 
to super market outlets during the last ten years, and more 
particularly the last five years, has been a very significant 
marketing and merchandising trend. Average weekly store 
volume of $4, 000 to $5,000 was considered excellent in 1945. 
However, the continued trend toward supermarkets has increased 
the weekly sales volume per store unit to four and five times the 
volume of a decade ago. Retail food markets located in the 
larger shopping centers should maintain a weekly volume of 
$40, 000 to $50, 000 to be profitable. It should be noted that 
many supermarkets are equipped to handle a physical volume, 
in contrast to the food chains of the thirties, of ten to fifteen fold. 


The concept of food stores being classified as "convenience" 
stores has been changed. This change has been brought about by 
several significant factors, as follows: more efficient packaging 
of products, more semi-cooked and prepared foods, more adequate 
and efficient refrigeration in the retail outlets as well as in the 
households, and more efficient transportation facilities, including 
the automobile. The addition of new commodity lines, such as 
cosmetics and toiletries, small household items. and wearing 
apparel items, has enabled the stores to increase their trading 
area and total sales volume. 
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Trends in Warehouse and Delivery Operations 


The changes in warehouse and delivery operations during the past 
two decades have paralleled and kept pace with the trends which have 
just been set forth with regard to the food chain stores Transporta- 
tion of food and grocery commodities from the grocery wholesale houses 
and other distributing points to the stores was handled by horse drawn 
vehicles to a considerable extent during the early 1920's. Although 
motor trucks, including electric .ehicles, were being used to a great 
extent during the decade from 1920 to 1930, it is significant to note 
that pneumatic tires on heavy duty vehicles were not standard equip- 
ment until about 1926. This noteworthy advance, plus other changes in 
the automotive equipment field, meant much to the geographic expansion 
of individual retail food chains These and othér technological changes 
greatly reduced the cost and time of delivery,ef food and grocery com- 
modities from warehouses to the retail outlets | The extent of the area 
covered from any point of supply was expanded many fold due to the 
increased effectiveness of the transportation facilities by both rail and 
highway Also, the increase in warehouse tonnage, due to expanded 
retail sales, had the effect of decreasing the cost of warehouse opera- 
tions. 


Few changes in food warehouse methods were made prior to 1930. 
It was the exception at that time to see the functions of storage and 
assembly or selection as separate operations. The separation of 
these functions was practically impossible with the use of multi- 
story buildings It was necessary to facilitate the easy movement 
of commodities from the area of storage to the area of assembly 
in order to reduce the overall costs of the warehouse function 
During the late 1920's and early 1930's, portable platforms, more 
commonly referred to as ''skids'", were being used by some progres- 
sive warehouse organizations. These seven or eleven inch high 
platforms, transported by either hand or electric lift trucks, became 
standard equipment for handling perishable commodities from rail 
cars to storage coolers and from points of storage to shipping platforms. 


Because of the height of the ''skid'"' and the difficulty in tiering or 
stacking loaded "'skids'' for efficient storage of commodities, warehouse 
operators soon turned their attention to the possibility of using "pallets" 
instead of 'skids'"". The food industry was quick to recognize the value 
of using pallets in the handling and storage of food commodities. The 
man-hour savings or handling costs per ton by the use of pallets in 
warehouse and delivery operations have meant overall cost savings to 
_ the industry and, in turn, to the entire economy of the nation. It 


should be mentioned that those engaged in the food and grocery indus- 
try ha.e adopted the generally accepted four-way pallet, which is 


48" x 40" in size, and has a -arrying capacity of at least 3, 000 lbs. 
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Due to the wide use of pallets, the problems of proper size shipping 
cases or containers became increasingly important. Representatives 
of the grocery industry, in cooperation with the Commodity Standards 
Division of the National Bureau of Standards, have discussed the 
subject of cases and package sizes as they affect the handling and 
warehousing of grocery commodities on standard pallets. Asa 
result of these discussions at least four (4) basic requirements for 
proper loading of pallets were considered, as follows : 


t. Weight of pallet loads. 

2. Size of pallet loads, including merchandise overhang 
on pallets 

3 The importance of interlocking of cases or containers 
on pallets. 

4. The dimensions and weight of shipping cases or 
containers. 


Packaging - An Important Aspect of Physical Handling 


Since most manufactured or processed commodities are packaged 
for either industrial or consumer use, the effectiveness of good 
packaging has a definite relation to the cost of handling, as well as 
the acceptableness of merchandise to consumers' tastes and desires. 
The shape of a package should conform not only to the conditions 
under which it is displayed but should conform also to the dimen- 
sions of the outer container or case so as to eliminate any void or 
open space and to aid in providing maximum protection and sup- 
porting strength. 


Packages should be designed to stack well on the retailers’ shelves or 
counters A poorly shaped package is liable to do much to ruin the 
sale of the product it contains A package should be designed to fit 
properly on the shelves or in the display cases of retail stores. 
Self-service stores or markets, in most instances, are now using 
open display shel\es and cases. These display shelves vary as to 
both height and depth depending upon the type of merchandise. The 
shelves themselves are adjustable on two inch increments. In 
order to minimize display space and maximize the number of 
items on display, a semi-automatic merchandise dispenser has 
been developed. This is known by the trade-name of Food-O-Mat. 
Each commodity is fed from the rear of the display unit upon an 
inclined track. Regular metal shelving is now available without 
any loss of shelf or floor space area. Such shelving is available 

in various standard widths and heights and with adjustable shelves. 
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PHYSICAL HANDLING IN THE RETAIL FOOD TRADE 


This type of equipment affords maximum display and optimum 
dollar sales per square foot. 


Although the manufacturers, canners, packers or processors of 
goods to be sold at retail are concerned particularly with the sales 
aspects of the package and its contents, almost equal consideration 
should be given to the cc ‘t of physically handling the product from 
the time it leaves the production and packaging operation until it is 
in the possession of the consumer or user. Poorly designed or 
constructed packages and containers may be the basis of considerable 
loss and annoyance to the wholesaler and retail distributor. Cartons, 
cans, canisters, and other types of consumer packages should be 
strong enough to keep their shape and appearance and to contain 
and retain the product until it is ready for use or consumption. No 
modification or changes in packages or cases should be made with- 
out full knowledge of all additional costs which must be borne and 
the inherent advantages in making such changes. The economics 
of joint-costs must always be considered in matters of this kind. 


Functional Operations for Efficient Handling of Food 


The important changes during the past twenty years in the food 
industry, especially as it applies to food chains, have meant much 
to the welfare of the nation. The adoption of aggressive methods 
of conducting the assembly, warehousing, delivery and retail 
operations are commendable. Modern, one-story warehouses, 
strategically located in relation to the market area of the stores, 
as well as the points of supply, have enabled food chains to 
increase their individual profitableness and also effectively 
serve the consumers at the lowest possible prices. 


Although the subject of physically handling food from the 
grower or producer has many ramifications, I should like to 
confine this article to specific functional or operating methods 
which have helped to reduce marketing costs and, at the same 
time, should be the basis for constructive thinking and more 
efficient marketing methods in the future In a very practical 
sense, products should and must move in an orderly manner 
from points of supply to points of consumption. Any method 
devised which will reduce the overall cost of performing this 
service should be considered worthwhile and profitable. 


In the manufacture and marketing of automobiles, we have 
seen the gradual development of strategically located assembly 
plants throughout the nation. These plants are not only places 
of assembly but, at the same time, they materially reduce the 
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cost of shipping the finished vehicles to the dealers within specific 
marketing areas. This type of thinking has been used in the physical 
handling of food commodities by processors, manufacturers, whole- 
salers and retailers for many years. Manufacturers not only ship 
direct to wholesalers and chain store companies, but also find it 
advantageous to operate their own warehouses at strategic points 

in order to maintain adequate supplies in various areas and at the 
same time reduce the overall physical handling costs. The cost 

of handling food commodities will vary greatly due to the volume, 
the perishability, seasonal aspects and the geographic area being 
covered. 


Warehouse Operations and Costs 


It is possible to approach the problem of food warehouse locations 
by making a ton-mile or peoples-mile study. The relative advantages 
of various locations in any geographic area may be determined by 
calculating the ton-mile or peoples-mile figure within the area under 
consideration. The locations showing the least ton-miles or peoples- 
miles should prove to be the most economical. If location "A" 
indicates a lower ton-mile figure by 10 percent over location "B", 
all other factors being equal, the delivery or transportation costs 
should be lower by approximately 10 percent. However, studies 
of this kind must evaluate certain positive and negative aspects, 
such as the following: road topography, thru roads and toll roads, 
traffic congestion or slow-speed areas, railroad siding facilities, 
nearness to rail and water terminals, population growth in various 
directions from proposed locations and transportation costs of incom- 
ming merchandise. 


A modern, one story building, which is poorly located may soon 
dissipate the internal warehouse savings. By the same reasoning, 
a poorly designed warehouse might easily cancel out all the advan- 
tages of a good location. The best location and the most modern 
type building should result in the lowest possible warehouse and 
delivery costs. 


In the food industry, merchandise or commodity records are 
kept by value and tonnage Comparative warehouse and delivery 
expenses are usually maintained on a cost per ton basis in two broad 
divisions, as follows: Warehouse expense per ton, and delivery 
expense per ton. These major classes are usually subdivided into 
labor or wage costs per ton. Production performance records are 
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also maintained on a functional or departmental basis. For example, 
records covering receiving, storing, assembly of orders, loading of 
delivery vehicles, etc. are kept on a cost per ton and a cost per man- 
hour basis. They may also be kept for various classes of commodi- 
ties, such as grocery, produce, meats, and frozen foods. Whena 
company operates more than one warehouse, it is possible to make 
comparative cost studies by warehouse locations and warehouse size 
or tonnage volume. 


Reduction of warehouse operating costs, even with modern designed 
buildings and equipment, calls for careful analysis and detailed flow 
studies. Many companies are now shipping full pallet loads of certain 
heavy volume items direct from storage areas of the warehouse 
rather than from the assembly area. It is possible to by-pass the 
warehouse completely for certain classes of commodities. Sugar, 
potatoes and other heavy volume items are frequently shipped direct 
to stores from rail car sidings, piers or other points of supply. 

When this is possible, the cost of handling may be reduced by 
$2.00 to $4.00 per ton, depending upon the tonnage involved and 
the type of commodity. 


Delivery Operations and Costs 


Delivery of food and grocery items from warehouses or other 
points of supply to the retail stores represents a vital aspect of 
the physical handling function. At least three broad aspects must 
| be studied, namely; loading of vehicles, both trucks and trailers, 
routing the vehicles and transporting the commodities, and unload- 
ing or delivering the load at the stores. Some organizations are 
now using pallets or other efficient means to aid loading and unload- 
ing operations. Lucky Stores of Los Angeles, and the Bettendorf 
Company of St. Louis, are transporting commodities on pallets from 
the warehouse to the stores. Such a procedure enables them to load 
| the trailers at the warehouse platform and unload the trailers at the 
stores with the minimum of time and effort. This procedure 
reduces the loading and unloading time of the tractor-trailer and 
thus uses the equipment for the primary function of transportation. 
| Itis not infrequent to find semi-trailers being "dropped" at large 
| super markets and the tractor picking up an empty trailer, thus 
eliminating completely the time normally required to unload. 
Although the actual unloading function is not eliminated, this 
| shuttle method of operation keeps the equipment and driver 
concentrated upon the transportation function. 
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The actual cost of delivering food commodities, and other products, 
is determined largely by the operating cost of the automotive equipment, | 
and the wages of the drivers and helpers. During the past few years, 
especially since World War II, tractor and trailer weights have been 
reduced without decreasing the carrying capacity. By using lighter 
metals, such as aluminum, magnesium and stainless steel, it is 
possible to decrease the weight of a tractor, semi-trailer unit by 
3,000 to 4,000 lbs. By increasing the payload by 4,000 lbs. the 
actual delivery saving per trip could amount to at least $8.00. 

Based on 300 trips, the annual saving would amount to $2, 400.00 
per vehicle. Actually, the saving would amount to more than this, 
since the return trip, whether loaded or empty, would represent 
additional operating savings. 


By the proper application of automotive equipment to the particular 
transportation requirements, it is possible to effect definite savings. 
During the past five years our company has gradually changed the 
type and size of our bakery vehicles. By replacing the 15' wood- 
steel bodies with 17' aluminum bodies, it has been possible to 
increase the payload by 55 percent, and still retain the same 
chassis. A further increase in tonnage per vehicle load was 
accomplished by the use of slightly longer and heavier equipment. 


By the use of a cab-over-engine chassis and a 20' aluminum body, 
it has been possible to increase the payload or carrying capacity 
by approximately 76 percent as compared with the older 15' bodies. 
This increased payload capacity has not increased the number of 
stops to any great extent because of the increased tonnage require- 
ments of the larger stores. 


The Store Location and Building 


The handling of food commodities in a retail store is not 
unlike many aspects of handling products in a factory or ware- 
house. When store locations may be selected without too many 
restrictions as to size or shape, there is maximum opportunity 
to construct the store building around an ideal store arrangement 
or layout in which all factors may be properly evaluated so as 
to secure optimum effectiveness. Some of the most important 
factors to be considered are: 


¥. Adequate display space and arrangement of 
commodities for the shopping convenience of 
the customers and maximum store sales. 
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Arrangement of refrigerated display cases so as 
to maintain proper temperatures and, at the same 
time, operating and maintenance costs at a minimum. 


Allotment of sufficient space and adequate equipment 
for efficient check-out systems. 


Design store, so as to permit minimum travel between 
parking area and store entrances and exits. Consid- 
erations should also be given to handling customers’ 
orders from the check-out point to a central delivery 
or pick-up station, such as is being operated in the 
Northland Shopping Center in Detroit, Michigan, and 
other shopping centers. 


Determination of the materials handling equipment to 
be used prior to the completion of the building plans. 


Design and construction features of the building 
should incorporate the following : 


a) Proper identification of the retail 
organization in the architectural 
design and appearance. 


Structural features and specifications 
should be adequate in order to secure 
maximum life at minimum mainten- 
ance and expense. 


Consideration should be given to the possibility 
of future expansion of the store. There are 
occasions also when the design of the store 
building should allow for a reduction in the 
store area required during the off, seasonal 
period. This is especially true in summer 

or winter resort communities. 


Handling of Food and Groceries within the Store 


Store arrangement and layout involves the consideration of 
several factors of which the following are illustrative: sales area 
of store, store traffic flow, refrigeration lines and other store 
utilities, size and shape of the building, location and size of 
parking area, and the approximate area required for storage 

| and non-selling activities. Regardless of the final arrangement 
| ofa store, the objective is to determine the most effective 
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departmental layout so as to serve the customers in an efficient 
manner and at the same time maintain a store cost figure which 
will prove profitable. 


Although all chain store executives have endeavored to make 
each new store better than the last, and have been willing to try 
new ideas, they also have been aware of the vital significance 
attached to store fixtures and the merchandise arrangement. 
These factors have become increasingly important due to the 
size of modern super markets and the large investment involved. 
For example, it is not uncommon to see a store with a sales 
area of 110' wide by 140' deep, or a toial of 15,400 sq. ft. 

The dimensions of this store, including non-selling and selling 
area, may be at least 150' wide by 165' deep, or approximately 
25,000 sq.ft. This particular store area is divided into 60 
percent for selling space and 40 percent non-selling space. 
These dimensions do not include sidewalks, driveways or 
parking areas. Actually, it is not unusual to find super 
markets occupying ground areas of 45,000 to 50,000 sq. ft. , 
including the parking area. These dimensions are illustra- 
tive of the larger markets of today, in contrast to stores of ten 
to twenty years ago, which were approximately 5,000 to 7,500 
sq.ft. in total area. 


Due to the size and volume of present super markets, methods 
of materials handling within the store have been changed greatly 
within the last few years_ In place of two-wheel and four-wheel 
hand trucks, many stores employ various types of belt and roller 
conveyors to transport the heavy volume of commodities as they 
flow from the receiving dock to the storage areas, and from the 
reserve stock to the sales area. 


If a store is constructed with a basement, merchandise can be 
moved by gravity or belt conveyors from the truck or trailer 
directly into the basement. The actual conveying of merchandise 
is usually done by belt or roller conveyors. When necessary, 
power belts or boosters are used for moving the products within 
the storage area, or from the storage area directly to the sales 
area. The conveyor system can be used to move cases directly 
from the receiving dock to the sales area. When particular 
products are required for immediate store stocking, it is 
possible to permit these items to flow from the truck or 
trailer on the conveyor line directly to the selling area. 
Products not required immediately for stocking store shelves 
are removed from the conveyor system and stored away for 
future use. 
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With a system of belts and roller conveyors, whether reserve 
stocks are kept in a basement or a back room, the operation of 
pricing merchandise may take place either within the storage area, 
or in the sales area of the store. The present trend is to concentrate 
the marking of merchandise within the storage area of the store, and 
not on the selling floor. Merchandise which has been marked or 
priced may be kept within the storage area but on separate storage 
racks, and moved to the main conveyor line to the selling area as 
needed. The use of special, gravity conveyor racks for merchandise 
which has been priced, not only allows the older merchandise to be 
used up first, but eliminates considerable re-handling of cases. 


Although produce items do not lend themselves as readily to the 
use of roller and helt conveyors because of their odd shape and 
perishable nature, materials handling equipment is being used to 
some extent. Generally, the conveyor problem is limited toa 
relatively short distance , as this type of commodity is usually 
kept on the same level as the sales area. Frequently these 
commodities are transferred directly from the truck or trailer 
to wheel trucks or skids, and remain on this type of equipment 
until they are placed on sale in the store. The highly perishable 
commodities are conveyed to the storage boxes and later moved 
to the refrigerated cases within the store. As far as possible, 
it is always desirable to reduce the distance hauled, and the 
handling or re-handling of this class of merchandise. 


Store Pre-packaging Operations 


The movement of goods at the lowest cost, consistent with 
maximum sales and customer satisfaction, is the objective of 
store supervisors. This is especially true when handling 
perishable or semi-perishable commodities, such as meats, 
dairy products, produce and frozen foods. With the increased 
sales volume of pre-packaged products on a self-service basis, 
each retail outlet has become a small packaging plant, especially 
in the line of meat products. To handle carcas meat efficiently, 
it is becoming increasingly prevalent to use an overhead monorail 
conveyor. This conveyor rail extends from the tail gate of the 
truck at the one end and extends to a large refrigerator at the 
other end, or may, by the use of a switching devise, continue to 
the cutting room. In either case, the fresh meat is left on the 
conveyor until the preliminary cutting has been completed. 

Case goods, such as smoked hams, bacon, poultry and loins of 
pork, may be handled on wheel or roller conveyors. 
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In order to reduce costs in the meat cutting room ofa store, the 
cutting, weighing, pricing and wrapping of packages are constantly 
being studied for improved methods. Some stores are now using 
automatic machines to perform the actual wrapping operation. Semi- 
automatic scales for weighing and printing the price per pound and 
the total retail price are now beyond the experimental stage. With 
the use of modern conveyor systems, automatic scales, and pricing 
machines, plus automatic packaging machinery, it is now possible 
in the larger stores to have a high degree of specialization and 
mechanization. It should be mentioned, however, that many meat 
and dairy items are being pre-packed at the central warehouse or 
by the packer or processor. 


Increased tonnage of frozen meat, fish and poultry and other 
food commodities has reduced the volume of these classes of 
products which formerly had to be pre-packaged within the store. 
The handling of frozen foods has required the installation of low 
temperature, storage refrigerators and frozen food display cases. 
However, the normal shrinkage and deterioration of many perishable 
products has been reduced to a minimum with the advent of frozen 
foods. If the trend toward increased frozen food volume continues, 
the need for pre-packaging of perishable commodities at the store 
level will gradually decrease in importance. 


Conclusions 


The cost of handling food commodities from the point of supply or 
production to the ultimate consumer can only be reduced by further 
study and analysis of the basic function of time, place and possession. 
Studies are being made in order to prevent lost motion in handling 
and transporting, to economize on space for storing and to reduce 
the cost of assembly for store delivery. Constant effort is being 
directed so as to minimize or eliminate waste due to shrinkage, 
breakage, denting, crushing and other forms of commodity 
deterioration and spoilage, including losses due to pilfering in 
the store. 


As previously pointed out, gradual improvements, due to 
mechanization of warehouse and store operations, have enabled 
the food trade to make rapid strides. This progress has not been 
due solely to the efforts of those directly engaged in the food 
industry. Population and industrial growth, better roads, and 
the shift to suburban areas have contributed to the development of 
larger food markets. The ready acceptance by the consumer to 
buy her food and grocery requirements in self-service stores has 
permitted the retailers to concentrate their efforts on improving 
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the variety and effectiveness of the commodity displays and, at the 
same time, lower the overall costs of handling. Modernization of 
store equipment, including display cases and self-service shelving 
or gondolas, has aided the post-war progress of the retail food 
industry. 


Constant changes and innovations, both in the commodities 
themselves and the methods of handling, are always being made. 
The trend toward processing foods from their natural or raw 
states, to either a frozen, concentrated, dehydrated, or pre- 
cooked condition, or a combination of these methods, is 
illustrative of the constant changes in the commodities them- 
selves . Making mashed potatoes from powdered or dehydrated 
potatoes is only one of many commodity innovations. Frozen, 
concentrated oyster stew is another type of product now available 
in many areas and during all seasons of the year. 


Specialized delivery equipment is being developed to handle 
frozen foods, fresh meats, and bakery products, as well as 
regular grocery items in the most economical manner. In 
general, lighter weight trucks, tractors and trailers are now 
available, which increases the payload and thus decreases 
the transportation or store delivery costs. Consolidating the 
delivery of various classes of commodities from the warehouses 
to the stores not only reduces the ton miles and the delivery costs, 
but also reduces the costs of receiving at the stores. Improvements 
are still possible by further mechanization of the loading and 
unloading operations either by further use of pallets to the store, 
or other means of conveying. 


Further modernization within the store is still possible, 
especially the problem of-greater accuracy and speed at the check- 
out. Customer delay, at the point of paying for their purchases, is 
still a matter of concern during the peak periods. At the present 
time, there are nearly as many mechanical check-out methods as 
there are ideas. Most of the systems now incorporate the following 
features: customer participation in removing and sorting her own 
merchandise from the shopping cart, and placing it on the check- 
out counter; cashier is assisted by the use of a moving belt or 
turn-table to convey the commodities so that the prices may be 
easily and quickly recorded by the use of the cash register machine; 
the bagging operation is handled either by the cashier during normal 
periods or may be performed by separate baggers during the peak 
periods. Some retail organizations separate the tabulation of the 
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prices from the collection of the money. This further specialization 
should and does speed up the check-out operation, especially during 
the heaviest, peak periods. A further study of this particular store 
operating problem should result in more economical and efficient 
performance. In many instances, fewer check-out counters, with 
more specialized operations, will result in fewer errors and faster 
service. 


If the past changes in the methods of physically handling food 
products is any criterion, both in packaging, transporting, ware- 
housing and retailing, I believe it may be said with a high degree 
of certainty that within the next decade there will be even greater 
progress than since the close of World War II. With an increase in 
population, and with a smaller proportion engaged in agricultural 
pursuits, in my opinion, the scientific production, processing and 
marketing of food and grocery commodities will continue at an 
accelerated rate during the years which lie ahead. Constant 
effort will be directed to eliminate or reduce losses due to 
shrinkage and deterioration in addition to a reduction in the 
overall costs of handling from the grower or processor to the 
ultimate consumer. 
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MIXED CAR RATES AND TRANSIT CHARGES* 


Leonard J. Konopa 
University of Pittsburgh 


The topic under consideration is ''Mixed Car Rates and Transit 
Charges" as administered by the railroads of the United States. 
Although other forms of transportation also offer mixed car and 
transit privileges, their application is omitted from this paper 
because of the necessity of restricting the discussion to one of 
reasonable length, and secondly, because more freight ton-miles 
are hauled by the railroads of this country per annum than all 
other forms of transportation combined. 


The illustrations presented are those applicable to the Pennsyl- 
vania Railroad which is situated in the Official Territory, that is, 
in the Northeastern section of the United States; consequently, the 
freight rates mentioned may not be similar with those prevailing 
in other freight rate territories such as the Southern or the West- 
ern. Only the base freight rates are given. Temporary rate 
multipliers as well as the government tax are excluded from these 
base rates. 


Freight rates usually vary in accordance with the size of the 
shipment, being greater per pound when the quantity is smaller 
than when it is larger. The basic distinction is that of the 
carload vs. less-than-carload quantities. With the exception of 
any-quantity rates, a carload minimum weight is established for 
each commodity. The density of the commodity usually determines 
the minimum weight. A carload of knocked down and crated 
buffets, for instance, carries a minimum carload weight of 16, 000 
pounds; for iron and steel or maple sugar in boxes it is 40,000 
pounds. When a shipper has a full carload, as determined by the 
carload minimum weight, he ordinarily receives the benefit of the 
carload charge; otherwise, he pays the more expensive less-than- 
carload rate. In some cases, however, the carload minimum weight 
and the carload freight rate results in a lower freight charge than 
the actual weight and the less-than-carload rate. Under these 
circumstances the shipper is entitled to the smaller charge. 


A mixed carload is defined in the "Freight Traffic Redbook" 
as "a carload of different articles in a single consignment". 
Officially, Rule 10 is known as the "Mixed Carload" rule. 


*Messrs. J. A. Wenech, W. Klein and W.O. Peairs of the Freight 
Traffic Department of the Pennsylvania Railroad in Pittsburgh, - 
Penna., were extremely helpful in the preparation of this paper. 
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The standard rules are given in the "Uniform Freight Classification" 
covering rating, rules and regulations of the Official Territory. From 
"Agent Boin's Exceptions to the Uniform Freight Classification" 
having precedence generally in the area east of the Rocky Mountains, 
the following is obtained: 


Section 1. Except as otherwise provided, when a number of 
articles for which the same or different ratings or rates are 
provided when in straight carloads are shipped at one time 
by one consignor to one consignee and destination, ina 
carload (see Rule 14 of Official Classification), they will 

be charged at the actual or authorized estimated weight and 
at the straight carload class or commodity rate (not mixed 
carload rate) applicable to each article, except as provided 
in Rules 12 and 45 of Official Classification. The carload 
minimum weight will be the highest provided for any article 
in the mixed carload, and any deficit in the minimum weight 
will be charged for at the highest carload rating or rate 
applicable to any article in the mixed carload. 


Sections 2, 3, 4, 5 and 6 ot Rule 10 are elucidations or modifica- 
tions of Section 1. 


Under Rule 10 one shipper or possibly several shippers, if it is 
convenient for them to co-ordinate their activities, may consolidate 
articles of various types into one carload for consignment to an 
ultimate destination. When two or more shippers unite to forward 
their merchandise in one car a "pool car" shipment results. The 
mixed articles constituting the carload may be destined for more 
than just one receiver. It is possible, for example, for the 
Westinghouse Electric Corporation at Coiumbus, Ohio, to senda 
carload of mixed white goods to Detroit, Mich., or to Chicago, IIl., 
intended for three or four of their dealers in these areas. Since 
Rule 10 states that mixed carloads must move from "one consignor 
to one consignee and destination" arrangements must be made with 
respect to who will act as the shipper and recipient of these cars. 
It evidently is difficult for shippers to accumulate the necessary 
mixed carload weight or to co-ordinate their less-than-carload 
shipments into a mixed carload inasmuch as 95 percent of the 
mixed carload business of the P. R. R.! originates with freight 
forwarding companies. 


lp. R.R - Abbreviation for Pennsylvania Railroad 
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To illustrate the application of Section 1, Rule 10, Mixed Carloads, 
let us assume that the fictitious North Side Electric Manufacturing 
Company, the Fort Duquesne Typewriter Corporation and the Hinds 
Food Jobbing Company have decided to pool their shipments into mixed 
carloads whenever possible. Let us assume, further, that a car 
destined for shipment from Pittsburgh, Pa., to Memphis, Tenn. is 
spotted at the siding of the North Side Electric Manufacturing Company, 
the other two organizations trucking their merchandise for loading 
into the car. When loaded, they present to the P.R.R. the following 
mixture: 


Actual Less-than Carload Carload 
Weight carload Minimum _ Rate 
Rate class Weight class 


. Lightning Arresters, 
in boxes 15,000 lbs. 30, 000 lbs. 


. Electric Exhaust Fans, 

crated 12,000 lbs. 24,000 lbs. 
. Typewriters, in 

boxes 3, 000 lbs. 24, 000 lbs. 
. Bicarbonate of Soda, 

bulk in boxes 3,000 lbs. 36,000 lbs. 


. Maple Sugar, in 
boxes 2,000 lbs. 40,000 lbs. 


Total Weight | 35, 000 lbs. 


Reference to the tariff indicates the following class rates applicable 
from Pittsburgh, Pa., to Memphis, Tenn., per 100 pounds of freight: 


1st - 200¢ 5th - 90¢ 
2nd- 170¢ 6th - 80¢ 
3rd - 140¢ 8th - 60¢ 
4th - 110¢ 


Under Section 1, Rule 10, each article is charged for at the actual 
weight and the applicable arload rate. Since the carload minimum 
weight is determined by the highest weight provided for any article 
in the mixed carload, it is 40,000 pounds in this instance - the 
minimum weight provided for maple sugar. As a result, there is 
a deficit in weight of 5,000 pounds which is charged for at the highest 
rate applicable to any article in the mixed carload. 
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Billing the shipment accordingly: 
Carload 


Class Rate Freight 


. Lightning Arresters 


. Electric Exhaust Fans 


. Typewriters 


. Bicarbonate of Soda 


. Maple Sugar 


Actual Weight 


15,000 lbs. 
12,000 lbs. 


3,000 lbs. 


3, 000 lbs. 


2,000 lbs. 


5,000 lbs. 


Applicable 


80¢ 
90¢ 

140¢ 
60¢ 
90¢ 


140¢ 


$ 120.00 
$ 108. 00 
$ 42.00 
$ 18.00 
$ 18.00 


$ 70.00 


Deficit in Weight 


Total Freight Bill on the Mixed Carload $ 376.00 
If the merchandise were sent at less-than-carload rates, the freight 
charges would be computed as follows: 


Less-than 
carload 
Class Rate 
Applicable 


Actual 
Weight 


Freight 
Charge 


Lightning Arresters 
Electric Exhaust Fans 
Typewriters 
Bicarbonate of Soda 
Maple Sugar 


15,000 lbs. 170¢ 
12,000 lbs. 170¢ 
3,000 lbs. 200¢ 
3,000 lbs. 110¢ 
2,000 lbs 140¢ 


$ 255.00 

$ 204. 00 

$ 60.00 

$ 33.00 

$ 28.00 

Total Freight Bill at Less-than-carload Rates $ 580.00 
The savings in freight by the use of Section 1, Rule 10, is 

$204.00 in comparison with the less-than-carload rates. By 

applying certain additional exceptions available in Section 3 of 

Rule 10, the mixed car rate on the merchandise constituting this 

particular shipment may be further reduced to a sum of $331. 00 

for an even greater savings of $249. 00 over the less-than carload rates. 


For our second example, we shall examine a mixed carload as 
employed by one shipper rather than several as in the instance above. 
Let us assume that the Chemical Sales Division of the Kopper's 
Company of Pittsburgh, Pa., has sold the following mixed carload 
to be delivered to a subsidiary of the du Pont Company located at 


Baltimore, Maryland: 


36 
Charge 
@ 
2 @ 
2. 
@ 3 
5 
101 
the 
mu 
j 1,0 
app 
as 
| 
1. 
4. 


MIXED CAR RATES AND TRANSIT CHARGES 


Actual Less-than- Carload Carload 
Weight carload Rate Minimum Rate 


Class Weight Class © 


. Acetone in barrels 6,000 lbs. 30,000 lbs. 
._ Muriatic Acid, bulk, 

in barrels 8,000 lbs. 36,000 lbs. 
. Ammoniacal Liquor, 

bulk, in barrels 9,000 lbs. 30,000 lbs. 
. Pans, lead lined, 

in boxes 12,000 lbs. 30,000 lbs. 


5 


Total Weight 35,000 lbs. 


Applicable class rates from Pittsburgh, Pa., to Baltimore, Md., per 
100 pounds are: 


Ist - 98¢ 4th - 49¢ 
2nd - 83¢ 45th - 44¢ 
3rd- 69¢ 5th - 34¢ 

55th - 54¢ 6th - 27¢ 


Here, too, we have a deficit in the minimum carload weight based on 
the highest minimum attaching to any article in the mixed carload - 
muriatic acid at 36,000 pounds. The deficit in minimum weight of 
1,000 pounds is charged for at 44¢ per 100 pounds, the highest rate 


applicable to any item in the mixed carload. The shipment is billed 
as follows: 


Carload 
Actual Class Rate Freight 
Weight Applicable Charge 


Acetone 6,000 lbs. 34¢ $ 20.40 
Muriatic Acid 8,000 lbs. 34¢ $ 27. 20 
Ammoniacal Liquor 9,000 lbs. 34¢ $ 30. 60 
Pans, Lead lined 12, 000 lbs. 44¢ $ 52. 80 
Deficit 1,000 lbs. 44¢ $ 4.40 


Total Mixed Carload Freight Charges $135. 40 
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Freight charges at less-than-carload rates are determined in this 
case as: 


Less-than- 
Actual carload Rate Freight 
Weight Applicable Charge 


1. Acetone 6,000 lbs. @ 69¢ $ 41.40 

2. Muriatic Acid 8, 000 lbs. @ 69¢ $ 55.20 
3. Ammoniacal Liquor 9,000 lbs. @ 54¢ $ 48. 60 
4. Pans, Lead lined 12,000 lbs. @ 83¢ _$ 99. 60 


Total Less-than-carload Freight Charges $244.80 


Savings in freight by the use of the mixed carload rate total $109. 40 
over the less-than-carload rates on this merchandise. 


In concluding this discussion of mixed carload rates, attention is 
called to the provision which states that if no separate minimum weights 
are given when a mixed carload shipment is tendered to a carrier the 
charge assessed is that based on the highest rate and the minimum 
weight applicable to any article in the mixed carload. The freight rate 
in our former illustration would be $560 (40,000 lbs. minimum weight 

@ 140¢ per 100 pounds). This represents a savings of only $20.00 

on the less-than-carload rate of $580.00 or a charge of $184.00 more 
than the mixed carload bill of $376.00 as determined under Section 1, 
Rule 10. Failure to list the weight in the latter illustration would 
result in a freight charge of $158.40 (36,000 lbs. @ 44¢ per 100 pounds) 
or $23.00 more than the mixed carload bill of $135. 40. 


The term "transit privilege" refers to the right given a shipper to 
stop a shipment temporarily at a point between origin and destination 
for some purpose incidental to manufacture or trade, and then re- 
forwarding his shipment to its ultimate destination on the basis of 
the through rate. Without the benefit of the transit privilege, the 
shipper would have to pay the series of local rates instead of the 
cheaper through rate. Ordinarily, a nominal transit fee is also 
assessed the shipper. In cases where the through rates are the 
sum of the local rates, no special tariffs are filed to give the town 
transit privileges. Such towns are known as rate-break points. 


Transit privileges are based upon the theory that the incoming and 
outgoing transportation services constitute a continuous shipment of 


the identical article from the point of origin to ultimate destination. 


Transit privileges were fairly common prior to the passage of the 
Interstate Commerce Act of 1887. They appear to have been used by 
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railroads as a means of securing the outbound haul on traffic stopped at 
manufacturing and trading centers served by competing carriers. 
According to a study of railroad transit privileges made by Professor 
Hobbah in 1944 transit privileges are not to be found as a "feature of 
either English or Continental railway rates. "! 


Overall, transit privileges may be conveniently grouped into six 
categories: 


1. Processing or Fabricating-in-transit. The most widely known use 


of this particular transit privilege is the milling of grain into flour or 
feed. One finds in this category many other diverse activities such as 
the creosoting of timber, roasting of coffee and fabricating of iron 
and steel. In order to illustrate fabrication-in-transit, let us follow 
a shipment of iron and steel originating at the Homestead-Munhall 
mills of the United States Steel Corporation located on the outskirts 
of Pittsburgh, Pa. Iron and steel is frequently forwarded from the 
mills in this area to the American Bridge Company located at 
Ambridge, Pa., a distance of approximately 25 miles. Here the 
iron and steel is fabricated into structural material for use in the 
construction of buildings, bridges, ships, etc. and re-forwarded from 
Ambhgidge to destinations beyond such as Detroit, Mich. The freight 
rate from Homestead to Ambridge, Pa., via the P. R. R. is 12 cents 
per 100 pounds. From Ambridge to Detroit, it is 51 cents per 100 
pounds. These two local rates total 63 cents a 100 pounds. From 
Homestead, Pa., to Detroit, Mich., the through rate is 51 cents 

per 100 pounds. A transit charge of 6 cents for each 100 pounds of 
outbound transit weight prevails for iron and steel. The sum of 

the through rate plus the transit charge, however, is only 57 cents 
which represents a savings of 6 cents per 100 pounds of freight 

over the two local rates. Ona minimum weight car of 40,000 

pounds, the savings is $24.00. 


2. Stopping-in-transit to partly unload or to complete loading. Ifa 


shipper elects, he may forward in one car as a carload shipment two 
or more consignments which are less-than-carload quantities to two 
or more destinations with the privilege of stopping the car enroute to 
unload the different lots. The freight charge assessed is the carload 
rate for the entire lot from the origin to the highest rated destination 
plus a stop-off charge for each stop. Canned goods originating at 

Le Sueur, Minn., - the Green Giant label - destined for Johnstown, 
Pa., for example, may be stopped enroute at Canton, Ohio and at 
Pittsburgh, Pa., for partial unloading when shipped via the P.R.R. 


lHobbah, Reginald V., "Railroad Transit Privileges'' The Journal 
of Business of the University of Chicago, Part 2, July 1944. 
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A charge of 12.39 for each stop is levied. The through freight rate 
based on the entire weight of the shipment rated to the ultimate 
destination, Johnstown, Pa., is charged. 


When stopping-to-complete-loading, a car may be halted at two or 
more points where shipments to a common destination are put aboard 
the car. This transit privilege is used by the Corning Glass Company 
of Elmira, N.Y. Glassware forwarded from Elmira, N.Y., may be 
stopped at Charleroi, Pa., a small community southeast of Pittsburgh 
to complete loading when destined to points west of Pittsburgh in 
connection with the P. R. R. The throuh freight rate from the point 
of origin to the ultimate destination on the entire weight of the car as 
well as a stop-off charge is assessed. 


Once a shipper determines the fact that these privileges are available 
to him, he must designate on the bill of lading the point or points where 
the car is to be stopped as well as the names and addresses of the 
representatives who will load or unload shipments at the stop-off points. 
While a stop-off charge of $12.30 prevails in the Official Territory, it 
varies by area. In the Southern Territory, the stop-off charge is 
$11.91 per car for each stop made. 

3. Storage-in-transit. Storage -in-transit privileges vary with the 
commodity. Reshipments must usually be made, however, within 12 
months. An exception to the 12 month rule is foodstuffs which may be 
stored up to 24 months. The transit charge is generally more when 
stored for periods in excess of 12 months. This point is borne out 

by the fact that on foodstuffs the transit charge for 12 months or less 
is 6 1/2 cents per 100 pounds while over 12 months it is 7 1/2 cents 
for each 100 pounds stored. Under the rules of the Official Territory, 
extensions, if requested, may be granted by the carrier for periods 
of six months in duration at an additional charge of 4 3/4 cents for 


each 100 pounds. 


Producers frequently use the storage-in-transit privilege to store 
their goods enroute close to market so that quick delivery can be made 
when sales are negotiated. Others do so when banking or warehouse 
facilities may not be available in their local communities. 


4. Concentration-in-transit. This privilege is confined primarily to 
cotton, wool, butter and eggs. Here less-than-carload amounts of 
freight from varying points of origin are concentrated at a single 

station where they are reshipped in carload lots. Instead of paying 

an inbound less-than-carload rate plus an outbound rate, the shippers 
are charged a through carload rate only. The carload rate is prorated 
back to the various points of origin. Concentration is normally in 

effect in the areas where the above mentioned commodities are produced. 
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5. Trying-the-market. Associated mostly with the transportation of 
cattle, grain, fruit and lumber is the privilege known as "trying-the- 
market.'’ When these products move from the producing areas to the 
primary markets, they may be transferred from one market to another 
before being sold. To show how this privilege may be used let us 
assume that a carload of lumber, citrus fruit or cattle from the West 

is consigned to Chicago. If a better market develops in Detroit, Mich., 
Columbus, Ohio, or Pittsburgh, Pa., while the car is enroute, the 
shipper may have the car diverted to the more favorable market. If, 
on the other hand, the car does reach Chicago and a favorable sale 
cannot be negotiated, the car may be reconsigned to try another market. 
The cost of changing the destination while the car is enroute is $6.10 
per car. Once stopped at a consigned point a regular stop-off charge 

of $12.39 is levied when the car is reconsigned to another market. 

The through rate to the ultimate destination is paid on the shipment. 


6. Transit-on-live-freight. By the term "live freight" reference is 
made to cattle, calves, goats, hogs, lambs and sheep. Live freight 
may be stopped while enroute to market for feeding, watering oF even 
dipping. A longer term watering and feeding stop occurs when feeder 
cattle" are fattened enroute to market. The P. R. R., for example, 
reports that it frequently carries cattle originating in Texas to Canton, 
Ohio, at which point they are stopped for fattening. Ultimately these 
cattle are reshipped to various markets for slaughtering. 


Having noted the various transit privileges available, a number of 
points will now be viewed in more detail. Among them is the fact that 
transit has been referred to as a "privilege" rather than as a "right" 
Transit arrangements were initially established by the railroads 
voluntarily as a competitive weapon. The Interstate Commerce 
Commission, consequently, regards them as a special privilege 
which the carriers may or may not extend as they see fit. They are 
not services to which the shippers are automatically entitled as a 
matter of right. The shipper has the burden of proving that a 
transit privilege is justified. 


It is stated earlier in this paper that the theory of transit is 
based on the concept of a single shipment from point of origin to 
ultimate destination with a stop-off or stop-over privilege inter- 
rupting the continuous movement. The Interstate Commerce 
Commission has ruled in accordance with this theory that transit can 


only be accorded products moving at the same or nearly the same 

rates as the material from which they are made. Some materials, 
however, are more than merely reworked while in a transit-house. 

Flour and grain, for instance, are quite different; so are the 

incoming grains which emerge from transit points as packaged breakfast 
cereals Upon occasion, because the goods moving from transit points 
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are so materially different from those entering, a through rate may be 
assessed against the finished product rather than the raw material for 
the whole movement. The Quaker Oats Company at Akron, Ohio, as 
an example, receives inbound shipments of various grain and grain 
products from Chicago which they mill into cereal foods, flour, dog 
food, etc. Outbound shipments from Akron, Ohio, are assessed the 
through rate on the products from Chicago to their ultimate destination. 


Two methods of collecting freight charges on transit traffic 
prevail. The most popular method is known as the "balance-of-the- 
through-rate" or the "station settlement" plan. Under this technique, 
the local rate into the transit station is collected. When the goods 
are reshipped and the final destination determined, the through rate 
minus the amount already paid is assessed the shipper. Under the 
second method, the shipper is billed on the basis of the local rate 
into the transit station plus the local rate from the transit point to 
the ultimate destination when reforwarded. The shipper must file 
a claim for a refund on the basis of the through rate. Under this 
latter "claim"! method of collection, the shipper frequently has 
large sums tied up in overcharges. Railroads are now trying to confine 
settlement to the "balance-of-the-through-rate" plan because the 
administrative charges on the ''claim" method are burdensome. If 
the freight rate is changed between the time a shipment is enroute or 
leaves a transit point, only those rates in effect at the time the 
shipment originated apply. 


Certain carriers give allowances to shippers where a substantial 
loss of material occurs in processing. This fabricating or processing 
loss is predetermined by the carrier's inspection bureau. It is used 
by the transit industry on all of their shipments until a different percent- 
age of loss is verified. Fabricating losses on iron and steel at the 
Ambridge plant mentioned previously vary from one to three per cent. 
On lumber an allowance based on an estimated 30 percent loss of weight 
due to waste is granted the shipper. 


Partially offsetting the through freight rates granted under transit 
privileges are the various transit charges as well as the stop-off and 
diversion fees. While discussing loading and unloading in-transit, 
for instance, we noted that a stop-off charge of $12.39 per car per 
stop is assessed for this service. The costs of diversion and recon- 
signment when "trying-the-market" varied from 6.10 to $12.39. The 
group of transit charges presented below is derived from the P.R.R. 
tariff applying to Pittsburgh and points west. Notice how these transit 
charges differ with the commodity as well as with the service. 
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Representative Transit Charges of the Pennsylvania Railroad 


Commodity 


Chemicals - antifreeze 
Fresh fruits and vegetables 
Dairy products - butter 
Live stock - cattle 

Coffee 

Sugar 

Fish 


Iron and Steel 
Edible nuts 
Grain 

Grain 


Transit Charges Per Car 
Per 100 Pounds Minimum 
Charge _ 


(The larger amount is 
assessed) 


Service 


Storage 
Storage 
Storage 
Fattening 
Roasting 
Storage 
Salting, Freezing 
or Storage 
Fabrication 
Storage 
Storage 
Milling and 
Feed Mixing 


89/100¢ $ 7.08 


Grain and sugar are the only exempt commodities handled by the 


Historically, grains forwarded to the terminal markets at 


Chicago, Peoria and St. Louis were granted storage-in-transit without 
assessment of a transit charge; to meet this competition interior 
marketing points such as Toledo, Pittsburgh and Buffalo also stored 


grain-in-transit free. 


To obtain a transit privilege, the shipper must apply in writing to 
acarrier's agent. Not only must he agree to abide by the rules under 
which the privileges of transit are offered, but he must also maintain 
all records that may be required. Upon receipt of an inbound shipment, 
the paid freight bill is presented to the railroad and registered for 
transit. The shipper is then permitted to apply transit rates to 
shipments that are reforwarded subsequently from the transit house. 


Because the intermingling of shipments stored in a transit- 
house is frequently unavoidable, maintenance of the identity of each 
shipment is not required by the carriers. Substitution that impairs 
the integrity of the through rate, however, is not permitted. Inbound 
billing must be presented for cancellation when a shipment is moved 
from a transit point. To take care of the shrinkage in weight that 
occurs during processing, the weight shipped out is ordinarily less 
than the amount shipped in. Outbound corn under the shelling-in- 
transit privilege, as an example, is reduced by an estimated 20 
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percent in weight. This cancellation of inbound billing against waste or 
dehydration prevents the shipper from forwarding carloads from the 
transit point that do not represent legitimate tonnage shipped into the 
transit point under a transit agreement. Policing bureaus are main- 
tained by the railroads to check the disposition of goods in transit- 
houses. Furthermore, records are reviewed periodically in order to 
determine if the cancellatjon of inbound billing is following any pattern 
that suggests manipulation of the bills in order to reduce the revenue 
due the carrier. 


Carriers are extending their transit privileges annually as shippers 
and receivers of freight find such privileges beneficial to them. These 
privileges have not only enabled many businesses to expand into 
territories which they were unable to reach previously, but marketing 
techniques have shifted, too. The P. R. R. has found, for instance, 
that as the stop-off privileges have been extended many wholesalers 
and retailers tend to receive smaller less-than-carload deliveries 
regularly rather than occasional carloads of merchandise as was 
their custom. Even the A. & P. Company in the Pittsburgh area 
has started to pursue this policy. The use of stop-off cars has 
grown while carload shipments to their warehouse has declined. 

The result is a savings in their handling, storage and administrative 
costs as well as higher turnovers and less capital tied up in inventory. 
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THE DISCOUNT HOUSE AND CHANNELS OF DISTRIBUTION 


Franklin W. Gilchrist 
University of Southern California 


The rise of the so-called "discount-house" strongly suggests that 
a re-examination of pricing and distribution methods used in the sale 
of many high-priced goods and services is in order. While sales 
mder "list" are not new, | the present magnitude of discount retailing 
far exceeds past experience. 


If large scale discounting is here to stay, both pricing structures 
and channels of distribution in the lines affected will be subjected to 
substantial pressure. It is the purpose of this article to examine the 
implications of discount retailing for trade channels. 


The major questions center about manufacturer, distributor, and 
retailer -- the actions each group has taken or is likely to take, and 
the changes in emphasis or character of their operations likely to 
result. A substantial amount of evidence has accumulated, perhaps 
not entirely conclusive, but sufficient to point toward certain con- 
clusions with respect to the impact of discount retailing upon channels 
of distribution. 

Before proceeding to a consideration of these questions, however, 
it may be well to review the evidence suggesting that the current 
discount development constitutes a "revolution in retailing. " 


DISCOUNTING AS A MANAGEMENT PROBLEM 


1. Awareness of the Discount "Threat" 


That discount selling is regarded as a management problem of 
major proportions, needs little documenting. ‘What can or should be 
done" about discounting appears frequently in the trade press. 

Typical are: ''The Discount House--A Problem for Department 
Stores" by Fred Lazarus, Jr.;3 "May Co. Meeting to Cover Discount 


Istanley C. Hollander has made an excellent historical study of 
discount retailing, as a dissertation presented to the faculty of the 
Graduate School of the University of Pennsylvania in 1954 under the 
title, Discount Retailing. " 


2No reliable data have been published on discount sales nationally 
by product line. Various estimates have been made, and fragmentary 
evidence pertaining to a few metropolitan areas has been published. 
Reference to these estimates is later included. 


3The Commercial and Financial Chronicle, October 7, 1954. 


45 


or 
) 
7 
e 


FRONTIERS IN MARKETING THOUGHT 


Competition Poser. "4 General Electric Company's Small Appliance 
Division announced to its dealers in a full page advertisement with 
respect to discounters: 


"Let us know who he is! If you have positive evidence that 
the fellow around the corner from you is selling G-E Small 
Appliances at less than Fair Trade prices -- report it 
immediately to the Fair Trade Section, General Electric 
Company, Bridgeport 2, Connecticut. "5 


For the most part, the voices heard are those of business writers fo, 
the trade papers, and spokesmen representing firms which have felt 
the impact of discount retailing. From time to time, interest on the 
part of government agencies, particularly the Department of Justice, 
is indicated. It has been rumored for months that Attorney General 
Herbert Brownell, Jr. favors repeal of the Miller-Tydings and 
McGuire Acts, and we read that Supporters of Fair Trade Blast 
at Brownell Stand. '"® 


Recognition of the scope of discount retailing has been rather 
siow in coming, although possibly trade publications have been 
fearful that many of their readers would prefer that discount houses 
receive no publicity. At any rate, the flood of articles appearing 
in the second half of 1954 bears ample testimony to the importance 
currently attached to discount retailing. 7 


2. Facts of Discounting 


While, as mentioned earlier, authoritative data of a comprehensive 
sort are not available, considerable evidence has accumulated of three 
kinds: (1) data on discount purchases in selected areas, as well as 
estimates of sales nationally; (2) reports indicating a rapid increase 
in the number of discount retailers and buying services; and (3) claims o 
superior efficiency by large discount firms, particularly in comparison 


4Retailing Daily, October 21, 1954. 


°Retailing Daily, October 5, 1954. 


SRetailing Daily, November 3, 1954. 


7Possibly the outstanding ones are the series, "Adventures in Discount 

Shopping, '' commencing in the June 15th issue of Sales Management; the 
August 13th article in Life, and the series of four articles by E. B. Weiss 
beginning in the August 16th issue of Advertising Age. The Wall Street 
Journal and Retailing Daily have also published numerous articles on 

the subject in recent months. 
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DISCOUNT SELLING 


with high-cost retailers such as department stores. 


Estimates of discount sales nationally have been made by the U.S. 
Chamber of Commerce and by Sales Management. The former 
organization believes that such sales account for 18 percent of 
total retail sales, 8 while Sales Management estimates that at the 
close of 1954, 30 percent of the nation's retail business was 
accounted for by under-list selling. 9 


The writer found that discount sales in Los Angeles in 1952 
accounted for as much as 25 percent of sales of major appliances 
excluding high trade-in deals, which would boost the total consider- 
ably. 10 Professor Hollander reports that (1951) in Chicago 
"23 percent of high income families made their TV purchases at 
factories or wholesale outlets, compared with 11.1 percent of low 
income families. "11 


Occasional reports state that discount sales are declining, or 
that the "Discount pull is overrated, ''12 but most of the trade sources 
state that existing discounters are expanding and that more are 
entering the field. If Los Angeles is representative of major 
metropolitan areas, this appears almost certain. Major discount 
firms are expanding in that area, and several have told the writer 
that substantial further expansion is planned. The Wall Street 
Journal found this situation to exist nationally, reporting in 1954 
that ™... they are continuing to grow in numbers, size and sales 
volume, even as the Government's most recent statistics show that 
sales of other retail outlets are slipping from year ago levels.... 
there are close to 1, 000 dealers in New York compared to 400 to 
500 as recently as 1951. "13 


8Retailing Daily, November 5, 1954. 


9 sales Management, Vol. 73, No. 12, p.23, November 20, 1954. 


10% w. Gilchrist, "The Discount House," Journal of Marketing, 
January, 1953, p. 270. 


llHollander, loc. cit., p.111 


12) achman Brothers of San Francisco claim that "Less than 3 percent 
of customers invited to buy for less by foregoing guarantees, delivery 
and other services, took advantage of the offer." (Retailing Daily, 
November 11, 1954.) 


13 Wall Street Journal, March 8, 1954. 
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To refer to Los Angeles again, discount retailing has reached the 
point in the appliance field where most dealers, apart from department 
stores and a few other large retailers, are selling at less than manu- 
facturers' list prices. The small retailer who attempts to get the full 
list simply cannot move merchandise. 


Evidence that many discounters can operate at costs substantially 
below their competitors is fairly plentiful. Numerous Los Angeles 
firms have stressed to the writer their ability to operate on markups 
of 20 percent or less. Stephen Masters of Masters, Inc., operator of 
discount houses in New York, Washington, D.C., and Miami, states 
that his chain's operating costs are 11.2 percent of sales compared 
with a NRDGA department stores' expenses ratio of 32. 9 percent. 


Whether discount houses can continue to operate at such low costs 
is open to question. As competition among such firms increases, it 
is probable that costs as low as 11. 2 percent of sales will not be 
maintained; however, operating costs at or below the 20 percent level 
are far below those of most retailers with whom the discounter now 
competes. 


All in all, the growth of discount retailing operations strongly 
suggests that it is no temporary phenomenon: The so-called discount 
house is here to stay. It is now safe to state definitely what the writer 
concluded tentatively 30 months ago, that the large discount firms are 
"a new supermarket-type retailer in the field of consumer durables. "195 


DISCOUNTING AND THE MANUFACTURER 


To the manufacturer, the large discount firm presents both a 
problem and an opportunity. The problem is one of two sorts: first, 
cut-price selling angers outlets which prefer to stick to list prices 
(except for such "sales'' as they choose to conduct); second, same 
manufacturers fear that the "prestige" of their product in consumers' 
eyes will be adversely affected, if list prices are not maintained. 
Whether this is true is open to question, but the history of retailers' 
efforts in the drug field suggests that retaliation by dealers is a 
distinct possibility. 


14 Retailing Daily, October 21, 1954. 
15Gilchrist, loc. cit., p. 272 
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1. Attitudes and Actions of Manufacturers 


Consequently, few manufacturers admit that they sell discounters, 
and some spend large sums in resale price maintenance activities. The 
average manufacturer fears that his competitor will sell the discounter 
if he does not. A further reason for selling to volume retailers is their 
potential role in the competitive struggle against the giant private brand 
firms such as Sears, Roebuck and Company and Montgomery Ward & 
Company. Any outlet which can sell a $300 G.E. refrigerator for 
$240, or less, is likely to take business away from Coldspot. 


On the whole, most manufacturers play a passive role, selling 
discounters as quietly as possible, and a few privately admit that they 
seek discount business. Department store groups meeting at White 


Sulphur Springs, W. Virginia in October, 1954, concluded after much 
discussion that 


"... only a handful of manufacturers are even going through 

the motions of enforcing their fair trade minimums, and most 
are far more interested in increasing the consumption of their 
wares, regardless of what the outlets may be, or whether resale 
minimums are observed in all instances. ''1§ 


Of those who sell discounters, most do so openly, i.e., through 
their franchised distributors; some, however, use devious channels. 17 


Of the few who actively enforce resale price maintenance policies or 
contracts, Sunbeam, Shaeffer, and General Electric Company are out- 
standing. The first two, at least, are attempting to exploit the failure of 
most firms to maintain prices, and thereby build a strong dealer organiza- 
tion. Both report increased sales despite loss of known discounters as 
accounts. Sheaffer attributes part of its recent sales increases to 
cooperation of dealers, many of whom are de-emphasizing or closing out 


16Retailing Daily, October 28, 1954. 

Man excellent account of "devious methods" is contained in a Retailing 

Daily article, November 24, 1954, entitled, "N.Y. Distribution Tangle in 
Discount Cat, Dog Fight." It is pointed out that ''The sub-jobber, dummy- 
jobber, transshipper and broker all have came into their own. The cost- 
plus-five jobbers are now recognized members of the distribution fraternity." 


"In most cases the operations of these concerns are highly secretive, 
with almost none willing to discuss their business arrangements. Asa 
matter of fact, when queried about their methods of doing business they 
almost invariably stated they did not engage in the type of business for 
which they were known by the New York trade. The typical answer to 


the question as to whether a given concern sold at cost-plus-five was: 
"Who, me?" 
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competing lines which are sold to discounters.18 Obviously, such a 
program can work well only if competitors do not follow the same 
policy, and it is less likely to prove effective with higher priced 
merchandise. In the latter case, the discounter is likely to prove 

of greater relative importance to the typical manufacturer, and the 
consumer will make greater effort to effect a saving. 


However successful Sunbeam and other firms may be in maintaining 
list prices, the advantages in doing so appear to be short term in 
character. The greater the disparity in price between Sunbeam and 
competing lines sold in discount houses, the greater the ultimate 
disadvantage to Sunbeam, surely. That Sunbeam will eventually be 
forced to capitulate on this point is a fairly safe prediction. 


2. Enforcement Efforts and Results 


It has been mentionec that some goods sold in discount houses are 
purchased through various non-franchised channels. It would, therefore, 
appear that to keep wanted lines from a discounter is a well-nigh hopeless 
task. This is undoubtedly true in the main, but where an all-out effort is 
made, it is possible to keep goods out of the hands of the better known 
firms. 


That some firms have achieved substantial success in keeping their 
lines out of leading discount houses is fairly clear A study by Dr. 
Victor Rosenblum, for example, professor of political science at the 
University of California, found that ''A triumvirate of well-policed home 
furnishings lines -- Sunbeam, Magnavox, and Simmons -- have been 
effectively kept out of discount houses in the Los Angeles area. ''19 
However, while these lines may be more difficult to obtain through 


discount channels, they are available. As one discounter put it: 


"Virtually every upper-floor retailer is a discounter. We're 
all discounters in this building; we could not exist otherwise 
in such a location. " 


This dealer was a Sunbeam outlet, and when asked whether the 
distributor was aware of his discount dealings, he replied: 


: 18pavid J. Atchison, 'Does the Manufacturer Who Battles Discounters 
Win Extra Dealer Loyalty?", Sales Management, December 1, 1954, 
p. 36. 


‘Retailing Daily, October 3, 1954. 
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"Certainly, but he's not in the enforcement business -- 
it's Sunbeam. For every account Sunbeam investigators 
close out, the distributor must find another outlet, if he 
is to stay in business." 


On the whole, it would seem that while list price enforcement 
efforts can achieve reasonable success, present efforts do not, with 
few exceptions. Most manufacturers are more interested in selling their 
merchandise than in keeping prices up. 


Conclusions. 


It should be apparent that the average manufacturer is interested 
in selling all volume outlets. The problem is simply that other 
outlets are also considered necessary. Until discounters became 
important, the manufacturer was quite willing to "protect" his 
dealers. However, having pursued a policy of suggesting or 
establishing resale prices for many years, the manufacturer now 
finds that he is expected to enforce these prices. His public 
utterances do not, therefore, always coincide with his actions. 


What will result? Ultimately, the basic fallacy of price 
maintenance when dealers operate under conditions of varying cost 
will be recognized. Manufacturers will gradually abandon price 
fixing in many lines, and the term "discount house" may well 
disappear. 20 


STATUS OF THE DISTRIBUTOR 


The distributor's primary problem is to find an outlet for his 
goods. In doing so, he may be subject both to sales quotas imposed 
by the manufacturer, and pressure from retail accounts to not sell 
discounters. Consequently, the distributor rarely enforces manu- 
facturers" resale prices, and he usually finds a way, as we have 


20 Shortly after this was written, in November, 1954, General 
Electric Company's major appliance division announced the end of 
list price setting, admitting that it had proved unworkable. It is 


very probable that others will follow this lead, and equally yw 
probable that one or more major appliance makers will attempt bes 
to capitalize upon this event with a strong "dealer protection" Wr 


program. 
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seen, to get his merchandise into the hands of retailers who can 
dispose of them. 21 I 


on 


In the absence of effective organization among retailers, little 


from such action as may be undertaken. "Coast Discounters Feel 
Distribution Pressure" is the heading of one account stating that 
discounters were ordered to "publicly repent, or else" (they would 


positive action by distributors is to be expected, nor much effect 
lose Sir franchises). The article notes in conclusion, however, ° 
that “Despite public recanting. ...there has been no change in their n 
manner of doing business....most distributors continue to service v 
them with merchandise. "22 | 
et 
The rise of discount selling raises questions as to the future ai 
role of some wholesale middlemen. It seems unlikely, for example, | cl 
that discounters commonly buying in carlots will not gradually deal 
directly with suppliers. On the other hand, distributors handling 
items sold by a large number of small stores are less iikely to be 
affected by direct dealing. 
A parallel may be suggested between the discount house and the sc 
supermarket in its formative period. The discounter also desires 
nationally advertised, hence substantially pre-sold lines. Many 
buy them in quantity, and frequently pay cash. In these circumstances, 
the wholesaler is not needed to sell, to store, or to extend credit -- 
his functions are absorbed by the volume retailer. 
On the whole, exclusive distributorships would appear to be 
most vulnerable. Many discounters have established jobbing firms, 
in order to qualify for the extra trade discount, as well as to secure 
desired lines. Some of these are reported to serve several em 
discounters. Under such circumstances, manufacturers using the 
multiple distribution set-ups can more readily sell discounters than dex 
those confining wholesale sales to a single distributor; the latter ass 
will, therefore, be subject to pressure to modify exclusive franchise ac 
agreements. This may prove particularly true in metropolitan areas. eff 
unl 
suc 
21an exception is Sues, Young and Brown, Norge distributor in oh 
Los Angeles. The firm announced (Retailing Daily, October 25, H 
1954) a fair trade program on all its lines. When queried about this, vw 
Judson S. Sayre, president of the Norge division of Borg Warner - 
Corporation stated that as long as the distributor could meet its R 
quota, the company would not interfere! (Retailing Daily, November adv: 
11, 1954) 


22 
Retailing Daily, October 12, 1954. 
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For such reasons, as well as those emerging from changes at the 
retail level, it would seem that the distributor of appliances and other 
goods stressed by discount retailers may face gradual absorption of 
his functions by both supplier and customer. 


IMPACT OF DISCOUNT SALES UPON THE RETAILER 


The major impact of discount selling, of course, has been upon the 
established retailer. However, the implications of the discount develop- 
ment for the "legitimate dealer" have been somewhat obscured by the 
varied character of the movement, the existence of resale price 
maintenance practices, and by charges of chiseler," "illegitimate", 
etc., aimed at the discounters. In order that the nature of the "problem" 
as it confronts list price retailers may be better understood, some dis- 
cussion of the chief types23 of discounting is indicated. 


1. Major Types of Discounting 


The list price retailer is confronted by three distinct types of large 
scale price cutting: 


(1) Large firms selling at a discount from manufacturers' list 
prices. 


(2) Smaller retailers operating partly on a discount basis. 
(3) Group buying efforts of several types. 


The large firm has in the past relied upon solicitation of large 
employee groups and buying organizations or brokers. (More recently, 
these firms have turned to advertising openly24) The small retailer 
depends upon brokers or "Special Service" departments of teachers' 
associations, unions, and other organizations desirous of proyiding 
a cut-rate buying service for their members. Organized buying 
efforts consist of actively promoted buying services, provided by 
unions and other groups. Occasionally, private promoters are 
successful in organizing buying groups. 


23 Hollander, loc. cit., pp. 16-100, reports about 35 varieties of less 
than list selling. 


24 
Lamson & Gilbert of Los Angeles had placed several full-page 
advertisements in the Los Angeles Times as of December 18, 1954. 
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The large discount firm, as we have seen, has frequently demonstrate 


superior efficiency. Capitalizing upon the fact that many items have 
been "pre-sold" by manufacturers' promotional efforts, that many 
customers are goods minded, not store-minded, these firms have 
proved that appliances and other high-priced consumer goods can be 
sold profitably for markups much lower than the customary 30 to 

50 percent granted by manufacturers. Stocking merchandise and 
usually providing service such as delivery and guarantees, this 

type of operation has already forced General Electric's major 
appliance division to abandon list price selling. 25 


The smaller store, often operating partly on a discount basis, 
frequently presents a different problem. Dependent upon "referral" 
business, its discounts may be based not on lower operating costs, 
but on a contribution to overhead approach to pricing, offered to other 
than regular customers. Further, the burden of customer shopping 
is borne by the list price retailer, who rightfully complains that the 
shopper examines his merchandise, notes model numbers, and 
departs for the discount house. (This complaint is not restricted, 
of course, to the small discount firm. ) 


These firms account for an unknown but substantial share of the 
discount retailing market. Without the broker or group buying agent, 
their significance would be slight. Unquestionably, it is they who 
provide some basis for the charge "illegitimate." 


Group buying may prove the most significant outcome of the 
present discount movement. At present, it takes two forms: 
a brokerage function performed for members, and the establishment 
of retail stores catering exclusively to the group. In the first case, 
a local union, for example, may arrange discounts and print book- 
lets listing dealers granting them upon presenting the union card. 
The firms listed may be either of the first two categories mentioned. 
The group agent will probably seek out the small stores, and be 
sought by the large ones. 


Such arrangements are likely to demonstrate considerable 
vitality. Even if margins are reduced from present 33-50 percent 
levels to 25 percent, a 15 percent discount would yield the 


2° Advertising Age carried the story (November 29, 1954) under the 
heading "GE's New Price Policy Startles Appliance Trade."" A GE 
spokesman stated that "Under the new scheme, individual distributors 
could 'Freeze out' discounters by cutting list prices!" 
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co-operating dealer nearly 12 percent on resale, well over the "cost 
plus 10" basis on which many claim to operate. 


A significant feature of many of these groups is that purchasing 
activities are conducted as adjuncts to what are at present more basic 
activities. A buying service does not have to develop and maintain a 
clientele when operated by a union or teachers' association; it has, 
to a large extent, a captive market. 


The opportunity to capitalize upon such arrangements has not been 
lost upon union leadership. Not only can a union gain added support 
from its members by providing goods at "wholesale," but it can do so at 
a profit! 


More recently, the emphasis appears to have shifted to a quite 
different arrangement, at least on the West Coast. Large retailers have 
sprung up, which either cater exclusively to or are controlled by 
specific employee groups. Examples are FEDCO (Federal Employees 
Distributing Company) with stores in San Bernardino, Bellflower, and 
Los Angeles, California; MORE (Municipal Organizations Retail Enter- 
prises) with two stores in Los Angeles; and AFCOR (American Federa- 
tion Corporation) in San Francisco; and AGE (Associated Government 
Employees) in Oakland. 


MORE, established June 1, 1953, has reached in 18 months a 
$4, 000, 000 level with its two stores each having about 25, 000 square 
feet. Established by private capital, it claims to be a non-profit 
corporation catering exclusively to state, county, and municipal 
employees. 


FEDCO, originator of the restricted clientele discount idea in the 
Los Angeles area, is over five years old, confines its trade to Federa] 
employees, and is reported to enjoy sales over $10, 000,000, dwarfing 
the well publicized Wm. E. Phillips Company. 26 This firm also 
claims to operate on a non-profit basis. 


AFCOR, established November 1, 1954, may be similarly operated; 
at least, AFL denies any connection with it. 


264 $6, 500, 000 discounter--largest in the West", according to 
Retailing Daily, September 13, 1954. 


27Retailing Daily, October 25, 1954. 
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AGE, presumably operated along the lines of FEDCO and MORE, 
reports sales at the rate of $3, 000,000 per year, after one year in 
business. It caters to all government employees, operates two 
stores at present, and has announced plans for a 105, 000 square 
foot shopping center employing conveyor belts, check stands, and 
other labor-saving devices. Concessionaires will operate the retail 
units, with partitions separating regular customers from AGE members“® 


These ventures have achieved such phenomenal growth for princi- 
pally two reasons: first, the use of the "exclusive" appeal to very 
large employee groups, coupled with (second) the very large discounts 
offered. I have verified personally discounts ranging from 25 to 50 
percent, opposed to the more usual 15 to 30 percent reduction. 


These group activities point to certain conclusions: first, that we 
are witnessing the emergency of a new phenomenon - a type of consumer 


cooperative dealing in other than food and other necessities, and operating 


on principles quite different from the traditional Rochdale pattern of 


open membership and patronage dividends. 


Second, present group efforts may eventually crystallize as convention- 


al consumer cooperatives. As unions and other organizations become 
more fully aware of the market power they possess, control will pass 
from present hands to the membership of such operations as FEDCO 
and AFCOR. 30 


Third, large-scale group retailing ventures, when established by 
unions and other powerful employee groups, in the field of high-priced 
goods, are likely to effect a substantial transfer of patronage from 
existing retailers of all sorts. Interest in establishing cooperatives 
has frequently been expressed by both CIO and AFL leadership. The 
potential benefits in terms of improved morale of union members are 
obvious. 


2. Alternatives Confronting the Retailer 


These developments clearly point to a rocky road ahead for the 
retailer dealing in high-priced goods. Apart from attempts at 
repression -~ legal and legislative action, boycotts, etc. -- the 
"list price" retailer has these alternatives: 


28 Wall Street Journal, December 7, 1954 

29purchase for their members of insurance by unions and other groups 
is, of course, not new. Such isolated actions do not constitute a 
movement, which is the difference stressed here. 


30 
‘The management of MORE plans, when profits are ultimately made, 
to'krant rebates on a patronage dividend basis," the writer was informed. 
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(1) Abandon the field to the discounter 
(2) Stress private brands 

(3) Reduce service 

(4) Adopt cost-cutting methods 


Some department stores have already suffered a "forced retreat" 
as E.B. Weiss puts it. 31 The wisdom of this approach may be 
questioned, and Mr. Weiss believes "It is not sound strategy to meet 
competition by turning the battle field over to them." Insofar as 
department stores are concerned, it would seem that the" quality" 
group stressing service will find it impossible to substantially reduce 
their services, and these stores may be compelled to substitute lines 


less subject to discounting. Others may attempt to meet discounters 
on their own terms. 


It is doubtful whether this can be done. With respect to cost 
reduction, the department store is handicapped by overhead costs 
arising out of present locations, buildings, and services necessary 
to sell lines not particularly affected by discount retailing. While 
self-selection and other reductions in service may be tried, discounters 
now use these methods. In any case, the problem for the department 
store is not to reduce operating costs a few percentage points, but to cut 
them at least in half, if discount competition is to be met effectively. 


The small dealer is in a similar position in many instances. 
Where he currently makes a living solely from the sale of merchandise, 
sales of higher priced goods are likely to be lost to the discounter, 
and lower priced goods affected in lesser degree. Quantity discounts 
available to the volume dealer will alone result in the small dealer's 
being undersold in many instances. Consequently, we may expect 
that many small stores in such lines as appliances will not survive 
the competition of the discount retailer. 


Some small retailers, on the other hand, are in a position to do 
some discounting themselves. Some are family ventures, in which the 
breadwinner may have another full-time job; in others, the store 
building may be also a residence. Still others depend largely upon 
the sale of repair services. It is, therefore, clear that many small 
retailers may be able to survive, although competition from organiza- 
tions such as the previously mentioned MORE will be difficult to meet 


SlAdvertising Age, August 30, 1954, p. 48 
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The private brand has been suggested as a possible defense against 


discount competition, although only large firms are likely to be in a 
position to attempt the promotion needed Department stores, of 
course, already have private brands in major appliances and some 
other lines affected. Few, however, are well established. While 
they can be purchased at prices much lower than those paid for 
names such as GE, it is doubtful whether sufficient consumer 
acceptance of these brands can be achieved. At any rate, the 
effort would be costly 


The problem, however, confronting the private brander is not 
only one of achieving consumer acceptance, but also of under- 
selling discount houses on nationally advertised merchandise. The 
experience over the years of Sears, Wards and other large chains 
suggests that (as well accepted as are some of their lines) accep- 
tance of many private brands is maintained by prices 15 to 25 
percent under well known manufacturers' brands. 32 


All in all, private brand promotion as a department store 
answer to discount competition is not likely to prove very success- 
ful. Nevertheless, some department stores will probably stress 
private brands in an effort to meet competition from discounters. 


CONCLUDING OBSERVATIONS 


Discount retailing has emerged in response to price structures 
which, however justifiable in the past, no longer reflect necessary 


32Se ars officials admit privately that discount houses in the Los 


Angeles area have made inroads upon Sears' appliance volume. One 
spokesman insists, however, that by the use of aggressive promotion 


and frequent price cuts, unit sales have not suffered noticeably. 
However, the inside front cover of the 1954 Fall and Winter Catalog 


is devoted to ''Facts and Fables when it comes to 'discounts' on home 


appliances." Further, data developed by the Los Angeles Times 
Research Department indicate that Sears' share of the Los Angeles 
market for some appliances has shrunk in recent years: 


Share of Los Angeles Market (Percent) 


Appliance 1951 1952 1953 1954 

Refrigerators 13.3 9.9 
Gas Stoves 7.8 “<0 6.9 5.6 
Non-Automatic Washers 15.3 13.3 2a. 
Automatic Washers 31.3 30.3 30.9 ar. 
Vacuum Cleaners 11.2 16.2 13.3 10.9 
Television * 3.5 4.0 $..3 6.0 


* Sears has been noticeably weak in TV from the beginning in the Los 


Angeles area, and has been more aggressive in the last year or so. 
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costs of retailing many items. Consequently, not only private enterprise 
but organized consumer groups have sought to bring retail prices in line 
with costs. As Dr. Hollander puts it: 


"The attempt to maintain prices above the 
equilibrium point has had to face the 
onslaught of the drive toward equilibrium. "33 


Clearly, the interests of most manufacturers are allied with those 
of discount retailers, since the latter provide a more economical 
means of reaching the consumer. Resistance from other retailers 
is to be expected, perhaps on an organized basis. Whether Congress 
will enter the picture and enact further price-fixing legislation or 
abandon the Miller Tydings and McGuire Acts, will probably be 
determined in 1955. It is the writer's guess that the result will 
be more, not less, unrestricted competition. 


The ability of non-discounting retailers to meet this competition 
on economic grounds appears limited. Stressing advertised products, 
discounters are attracting customers to warehouse-type buildings 
built on low-cost sites, which results in costs of operation much 
lower than those experienced by most existing retail firms. 


Of particular interest is the emergence of organized buying by 
employee groups. Available evidence suggests that new forms of 
consumer cooperation are evolving, and that the consumer cooperative 
may henceforth play a significant role in the marketing of high priced 
goods and services. Further support is given this conclusion by the 
interest labor unions have-shown in exploiting this field. 


While perhaps late in coming, organized buying by consumers is 
an inevitable result of manufacturers' price-fixing practices. 


3 
Hollander, loc. cit., p. 300. 
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THE DISCOUNT HOUSE AND PRICES 
R. S. Alexander 
Columbia University 


BASIC ISSUES 


The real problem posed by the discount house is not the discount 
house itself but the marketing principles, methods, and forces it 
exemplifies. This is true whether it be viewed from the standpoint 
of the manufacturer seeking outlets for his goods, the retailer trying 
to hold his place in the marketing sun, or the ultimate consumer 
searching for a source from which to buy goods at prices he feels 
he is. justified in paying. 


| The discount house is grounded on one of the most fundamental 
principles of our economic system, the proposition that it is a 

competitive system. It makes its patronage appeal on one of the 

most basic consumer concepts, the idea that it is the business of 

the marketing system to move goods to the ultimate consumer at the 

lowest possible prices consistent with the services needed and wanted 

by the buying public. 


The discount house represents a reaction against the attempt to 
eliminate price competition from the retailing business and to conduct 
that business on the basis of uniform prices regardless of individual 
costs of operation and of variations in the services wanted or offered. 

It is a function of the explosive economic forces which have been bottled 
up by that attempt. Except under unusual emergency conditions, con- 
sumers may be counted on to try to purchase merchandise at prices 
which they consider fair and reasonable. Business men may be 

counted on to seek to offer goods to them at prices which will attract 
their patronage. 


If these things be true, it is folly to regard the discount house and 
what it stands for as a passing phenomenon. The discount house, as 
such, may pass. But the fundamental aspirations of the consuming 
public and the reactions of business men to them will remain and the 
forces they generate will continue to exert pressure upon the devices 
and institutions that seek to constrict them. The discount house and 
its effect on prices and channels and methods of distribution must be 

/ examined in the light of the economic forces they exemplify and not 
as isolated phenomena. 


THEORIES ON WHICH PRICE MAINTENANCE 
IS BASED 


At a time when the legality of price maintenance seems finally 
and firmly established, the discount houses and what they stand for 
seem to be forcing a reappraisal of the philosophy upon which it is” 
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based and of its suitability as an instrument of marketing policy under 
the changed and changing conditions of the market. 


= 


Price maintenance is grounded on certain theories of the functions r 
of the agencies of distribution and the relations of those agencies to ~ 
each other and of the obligations of consumers to the marketing system. 

It is based, first, on the idea that the manufacturer must depend on is 
the retailer to perform certain functions in the marketing process. he 
Among these functions are the following. H 

Promotion - The theory of price maintenance contemplates that the “ 
retailer is best situated and suited to assume the task of selling a o 
product to the ultimate consumer. He is not merely an outlet for the cl 
manufacturer's goods but a sales force through which the consumer so 
may be induced to buy them. He has close contact with the ultimate th: 
buyer, presumably has the buyer's confidence, and possesses vast th: 
advantages in persuading him to purchase the merchandise of the re 
manufacturer. So long as the retailer does this work effectively, the 


manufacturer will find it profitable to see to it that the retail margin 
is ample to cover the cost of doing it and to induce its proper performance all 


Assuring Quality - This function looks in two directions, toward “8 
the manufacturer and toward the consumer. The retailer has often ext 
been described as the purchasing agent of the ultimate consumer. inc 
Traditionally the cmsumer has relied on the retailer to select for the 
his stocks goods of a quality suitable for the needs and wants of his be. 
consumer customers. Consumers relied on the retailer's superior buy 
knowledge of merchandise and tended to be greatly influenced by his or 1 
judgment in their selection of articles to buy. This was especially 
true of household articles and mechanical items. The retailer's Are 
close contact with the consumer puts him in a very effective position 
to describe, explain, and demonstrate the product; it also makes 
him a convenient agent through which the manufacturer can implement vali 
his warranty and maintenance policies. the 

que: 

In so far as the retailer really does function as the purchasing 
agent of the ultimate consumer and in so far as the consumer does 
rely on the merchant for information about products and accept his of tt 
judgments as guides in product selection, the manufacturer will find asst 
it necessary to foster him and protect his position. Resale price is di 
maintenance is a means of such protection. to bi 

Pict 

Credit and Delivery -- It has been accepted as the retailer's func- the. 
tion to provide the credit and delivery services for the ultimate con- ever 
sumer. In the past, it has been generally accepted that the consumer whic 
would demand the delivery service, especially in the case of household he is 


the ] 
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was the agent in the distribution system best qualified to make delivery 
and to extend the credit necessary to consummate sales. It was 
desirable that the manufacturer protect in the retailer's margin an 
amount sufficient to cover the costs of performing these services. 


Mechanical Services -- In the marketing of mechanical items it 
is necessary that several special services be provided the consumer- 
buyer. Many such articles must be installed in the consumer's home. 
He must be instructed in their proper use. Repair and maintenance 
service must be provided to keep mechanical products running during 
their servicable life while in the possession of the consumer. The 
retailer's convenient location with respect to the consumer and his 
close contact with users tend to fit him especially for the doing of this 
sort of work. Consumers have learned to rely heavily upon him for 
this kind of service. It was worth the manufacturer's while to assure 
that the retailer's margin was wide enough to cover the costs of 
rendering it. 


: articles and mechanical items of significant bulk, and that the retailer 


In the second place, price maintenance is based on the idea that 

Ace all retailers should be paid in their gross margins for these functions 
whether they perform them or not and that all consumers should pay 
for them whether they want them or not. This assumption was further 
extended to include the idea that the margins of all retailers should 
include the same standard amount to cover the costs of performing 
these services regardless of what their actual costs of doing so might 
be. One added assumption is involved, namely that all consumer- 
buyers need these services performed for them whether they know it 
or not. 


Are These Theories Still Valid? 


Regardless of what our attitude may be with respect to the original 
validity of these theories, the question remains, are they valid under 
the market conditions now existing? Let us direct our attention to this 
question for a moment. 


The manufacturer has taken over and now performs the lion's share 
of the task of promoting the sale of his product and he is constantly 
assuming a larger portion of it. Practically all national advertising 
is directed to this end. By means of television the producer is able 


to bring his merchandise into the consumer's living room and in 
pictures demonstrate how it works and the benefits it can bestow on 


the viewers. A few evenings spent before the screen will convince 
even the most skeptical of the extent to which and the assiduity with 
which he does this. In addition, the manufacturer has found that if 

d he is to have his product featured in local advertising, he must take 
the lead in bringing this about and must pay most of the bill for doing 
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it. Much of this national advertising in local media also features the 
name of the dealer During 1952, manufacturers in the automotive, 
auto accessories, and equipment business spent about $60 millions 

in newspaper advertising as against about $47 millions for magazine 
space. Makers of household equipment and supplies spent about $14 
millions in newspapers against $34 millions in magazines; producers of 
radios, TV sets, phonographs, and musical instruments spent about 
$9 millions in newspapers and about $10 millions in magazines. 


An almost universal complaint among manufacturers is that their 
retail outlets can be counted on for little more than housing minimum 
stocks of their products, supplying the most meagre and often un- 
reliable information about them to inquiring customers, and taking 
orders from buyers who are largely motivated to purchase by the 
promotion work of the producer. One has only to follow Adventures 
in Shopping in Sales Management Magazine to realize that the retailer 
can be depended on to grant only the most rudimentary and often 
grudging selling effort to the promotional campaigns on which 
manufacturers have spent millions ofdollars. It may still be true 
that the retailers of most lines of goods handled by discount houses 
are best situated to promote the sale of those articles, but the fact 
remains that a large percentage of them are indifferent to that 
opportunity and that the bulk of the real selling work must be and is 
being done by the manufacturer. 


The consumer no longer relies to the extent he once did upon the 
retailer as an assurance of the quality of the product bought. The 
consumer knows that the manufacturing sector of our economy con- 
stantly expends vast efforts in research to discover new products and 
improvements in existing products. The tools, processes, and methods 
of fabrication are constantly being improved to achieve greater precision, 
higher quality, and more uniformity of quality in the product. The 
consumer of mechanical goods has found, for example, that in so far 
as exhaustive research and meticulous control of production processes 
can assure quality, the manufacturer of a well-advertised brand may be 
counted on to put on the market an appliance that will run and continue 
to run and that will perform with reasonable satisfaction and reliability 
the function for which it is intended and bought. 


Through brand advertising, the manufacturer constantly seeks to 
inform consumers of the benefits they may enjoy as a result of his 
research and improvements in production processes. The outcome is 
that many consumer buyers are convinced that if they purchase any 
one of the leading makes of an item of household equipment, they will 
get a device which can be relied on to give satisfactory service and that 
the choice between the various makes is largely a matter of minor items 
of detail. 
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In so far as warranties are concerned, the retailer is largely merely 
a go-between for the manufacturer and the consumer. He afford a cer- 


tain convenience but lends no real assurance of quality or performance. 
That is done by the manufacturer. 


An increasing proportion of the consuming public is becoming 
mechanically sophisticated. More and more consumers know enough 
about the average item of household equipment to be able to judge 
quality and probable performance for themselves. They carry their 
own built-in assurance of quality in the articles they buy. Point of 
sale assurance of quality is becoming less necessary than it once was. 
Along with this increased consumer sophistication goes a tendency for 
the questions which the consumer asks as to quality and performance 
to become more complex and difficult to answer. Many of them can 
be dealt with only by experts; and few retailers are willing to take 
the trouble to become really expert in their understanding of the 
mechanical features of the articles they sell. 


The retailer's function as a source of assurance of the quality and 
performance of the articles he sells is much less important to both 
the maker and the consumer-buyer than it used to be. 


The retailer has become less important as a source of the repair 
and maintenance service needed by many mechanical contrivances 
than he once was. Most makers of such articles issue detailed and 
carefully prepared sets of instructions as to the care and use of their 
merchandise; these are transmitted to the consumer-buyer along 
with the goods when they are sold and serve to reduce the need for 
such service. There is a constant drive to make mechanical articles 
more foolproof in operation which likewise reduces this need. Many 
manufacturers maintain repair stations in the chief centers of popula- 
tion to which consumers can take or send articles to be repaired or 
from which crews of repair men can operate to make such repairs. 
Many of them also are prepared to do the worx of installation which 
may be required by new buyers of their products. 


With the large-scale entry of commercial banks into the business 
of granting consumer credit, there is less need for the retailer to 
perform the credit service. A number of manufacturers also have 
arranged with finance companies to handle the credit needs of consumer- 
buyers of their merchandise. In the bank financing of consumer purchases 
the retailer performs no service whatsoever; if a transaction is financed 
through a consumer credit finance house, he affords merely a convenient 
channel through which the paper can flow to the finance house. Of the 
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total consumer instalment credit outstanding as of September 30, 1954, 


commercial banks held about 39%, sales finance companies held 29% and 


retail outlets had only about 14%. The consumer no longer needs to 
look to the retailer to finance his purchases of most of the kinds of 
goods handled by the discount house nor does the manufacturer need 
to depend on his retailers to finance consumer-buyers of his merchan- 
dise. 


In large urban centers even the delivery service has often been 
shifted from the retailer to the manufacturer. In many such markets 
manufacturers maintain branch warehouses from which they are 
willing to deliver to consumer buyers. Not infrequently this shift has 
occurred at the instance of the regular retailer. 


GENERAL ECONOMIC CHANGES AFFECTING 
THE PROBLEM 


These changes in the functions of the various agents of distribution 
have been partially caused by and have been greatly strengthened by 
changes in the economic situation and in the living, thinking, and 
buying habits of consumers’ From about 1940 until about 1952 there 
was a scarcity of goods in relation to demand; this was particularly 
noticeable with respect to many of the durable goods items handled by 
the discount houses. Now we are ina period when manufacturers must 
bend every effort to maintain the large volume which is necessary to 
offset the high break-even points resulting from the easy demand 
conditions prevailing during the war and immediate post-war periods. 
This adds to the dissatisfaction many of them normally feel with the 
sales promotion service they receive from their regular retail 
merchants who have themselves tended to fall into lax selling and 
promotion habits and attitudes during the lush years. Many manu- 
facturers, therefore, may be expected to reexamine their distribu- 
tion policies, particularly at the retail level with the idea of cutting 
distribution costs and of adding outlets which will bring in sizeable 
increments of volume. This tends to weaken the manufacturer's 
sense of dependence on the traditional retail outlets and to give cause 
for serious questioning of the value of price maintenance as a policy. 


The increasing mechanical sophistication of the average ultimate 
consumer has already been pointed out. This is constantly being 
augmented by the widespread popularity of the do-it-yourself move- 
ment as a result of which an increasing number of users of mechanical 
devices are able, equipped, and interested in making all but the most 
serious and complicated repairs to those devices. 


During the past twenty years the consumer has been educated by 
the food business in the attractiveness and benefits of the serve- 
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yourself-cash-and-carry method of retail operation. In this field he 

has largely learned to get along without any but the most rudimentary 
service and to expect a share of the savings resulting from his fore- 

going more elaborate services. 


The shortening of the hours of labor which has occurred during the 
past ten or fifteen years, particularly since the War, has afforded the 
consumer time both to tinker on repairs and installations and to buy 
at retail without the services needed when he worked longer hours. 
Moreover, the redistribution of income has put a much larger portion 
of the total buying power into the hands of consumer groups whose 
members have not been accustomed to the elaborate services the 
retail trade has been accustomed to provide. 


The conclusion seems to be inescapable that the chief theories upon 
which the policy of resale price maintenance was grounded have been 
largely upset by economic and social changes that have taken place 
during the war and postwar periods. 


COSTS OF PRICE MAINTENANCE 


In the face of the reduced importance of the services the regular 
retailer has to offer in the distribution work of the average maker of 
articles sold by discount houses, can the manufacturer any longer 
afford the costs of protecting the traditional outlets through resale 
price maintenance ? 


The costs of enforcing price maintenance are by no means negligible. 
The first and perhaps the greatest of them lies in the lost volume which 
might be obtained through discount houses, department stores that make 
the price appeal, and other types of retailers that emphasize the price 
appeal. It is true that if demand is inelastic, the amount of such losses 
may be small. But comparatively few well-known branded articles 
sold to ultimate consumers are inelastic in demand to the extent that 
price reductions make no significant changes in volume. 


Other costs of price maintenance arise from the steps that must 
be taken to enforce it. It may be enforced in two ways, by legal 
means and by commercial means. The legal method is supplied 
by the so-called fair trade laws. If a firm sets out to implement a 


price maintenance policy by legal means, it must be prepared to 
Maintain some sort of detective service that is sufficiently effective 


to spot price cutting retailers and to collect evidence that will hold 

up in court and enable it to secure convictions. One firm employed 
two detective concerns and a shopping service for this purpose. To 
the expenses of this type of activity must be added the costs of legal 
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talent to prosecute and win cases. It is not at all improbable that a 
system of legal enforcement that will bring results will cost as much 
as a million dollars a year. Several concerns are reported to have 
undergone expenditures of this volume in the process of implementing 
this policy. 


If the attempt is made to enforce resale price maintenance by 
commercial means, the costs are also very heavy. For example, a 
pen company sells direct to retailers, checks each order against the 
customer's previous purchases and an estimate of his probable sales, 
questions all orders which involve purchases in excess of the amount 
which seems justified by the estimate, maintains a shopping service 
to spot price cutting retailers, and refuses to honor orders from 
them. 


All these activities cost heavily, perhaps more heavily than even 
the legal methods of enforcement; but they offer some promise of 
reasonable effectiveness. The pen people seem to feel that it is worth 
while to make the expenditure because a very high percentage of their 
pens are sold to buyers who wish to use them as gifts and few people 
feel comfortable about buying a gift at cut prices. For most products, 
however, the manufacturer must receive very real promotional and 
distributive services from the retailer in order to justify the out of 
pocket cost of enforcing resale price maintenance by either the legal 
er the commercial methods. 


There are also intangible costs or hazards involved in the attempt 
to enforce resale price maintenance. The most important of these is 
the probable loss of consumer goodwill. Most of the so-called fair 
trade laws endow a price-conforming retailer with a right of action 
against a price-cutting competitor. This right is seldom, if ever, 
exercised. This is due not only to the unwillingness to chance the 
consumer ill-will which is likely to attach to the retailer who sues 
a competitor on the ground that the competitor is selling goods to 
consumers at lower prices than the dealer who brings the action. 
While the feeling against the manufacturer is not apt to be so imme- 
diate and direct, he is liable to some loss of consumer goodwill; 
even the retailers who bring pressure to bear on him to enforce 
price maintenance are apt to excuse their high prices to consumers 
on the ground that the manufacturer forces them by law to sell at 
the established prices. 


CONCLUSIONS 


Consumers are not so prone as they once were to accept the theory that 


all who buy an article should pay for all the retail services that are 


customarily offered in connection with its sale whether or not they want 
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the services or make use of them. The widespread ownership and use 
of automobiles make it possible for the consumer to buy on a cash and 
carry basis. It has already been pointed out that the promotional, 
explanatory, installation and maintenance, quality assurance, and 
credit services of the retailer are no longer so important to the 
consumer as they once were. For more than a decade the super- 
markets and serve-yourself units in the food business have been 
educating him to the idea that two sets of retailers are possible in 

a trade, one offering full services at a high price level and the other 
rendering the minimum of service and allowing price reductions in 
compensation for consumer performance of many of the traditional 
retailing functions. The distribution system is faced with a genera- 
tion of consumers conditioned to the idea of taking care of their own 


wants once they are allowed access to the goods in which they are 
interested. 


All of these changes are having their effect on retail behavior and 
manufacturer policy with respect to price. Several large retailing 
establishments, notably J. L. Hudson, have defied price controls by 
advertising heavy price concessions on many of the articles handled 
by the discount houses. Others are experimenting with the idea of 
operating warehouse branches which offer the minimum of service and 
set their prices accordingly. Many others are demanding in the 
strongest possible terms that the manufacturer either attempt the 
difficult, perhaps impossible, task of enforcing price controls or 
remove them entirely. The New York Times of November 23 
published an announcement that General Electric was removing 
price controls on major appliances. 


There is every evidence that discount house competition is 
forcing upon manufacturers and the leading retail establishments 
of the country an agonizing reappraisal of their distribution and 
pricing policies. It is not at all impossible that the outcome will be a 
general weakening of the price maintenance movement and at least a 


partial return to the system of free price competition at the retail 
level. 
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SOME QUESTIONS AND SOME CONCLUSIONS 
CONCERNING DISCOUNT SELLING * 


Stanley C. Hollander 
University of Minnesota 


I. INTRODUCTION 


The portion of our program to which this paper belongs is an attempt 
to appraise the impact of the discount house upon the American retail 
economy. The term "discount house" is a rather unfortunate one for 
this purpose, even though it does serve as a convenient short-hand 
for a whole complex of interesting marketing practices. The unfortunate 
aspect of the terms arises from the fact that it is also used, in a much 
narrower and restrictive sense, to refer to a well-established, but 
probably not terribly important, institution. 


The discount house, in the sense of a "cut rate establishment, 
handling general merchandise, featuring national brands, and catering 
to a private clientele! or an "irregular type of outlet . . . with incon- 
spicuous headquarters and display rooms ... (only) circularizing by 
mail selected lists of former buyers and recommended prospects''2 
is not a newcomer in our retail economy. Just one example may suffice 
to indicate how well entrenched these retailers are, both individually 
and as a way of doing business. In December, 1937, Retailing,a 
trade paper, published a list of the twenty-six leading discount houses 
and "open showrooms" (similar establishments concentrating on 
furniture sales) then operating in New York City. 3 In spite of a few 
changes in firm names, the present writer was able with considerable 
ease to locate eighteen of these establishments, still operating in New 
York, in June, 1951. One of the eighteen had declined to the point of 
a rather nominal existence, and a few of the furniture showrooms had 
become relatively minor figures in the trade. But most of the discount 
houses had flourished with the years, while another member of the 
original twenty-six was reported to be conducting a very successful 
discount store in Los Angeles. 


*These observations are the result of a doctoral study conducted at the 
University of Pennsylvania, under the guidance and encouragement of 
Professor Reavis Cox. Professors Orin E. Burley, Donald Blankertz 
and Charles S. Goodman should also receive appreciative listing as 
sources of helpful comment and as readers of the original manuscript. 


lfrances M. Lehman, "The Discount House," Journal of Retailing, 
February, 1943. 


2Federal Trade Commission, Report on Distribution Methods and Costs, 


Part IV, (Washington, U.S. Government Printing Office, 1944), p. 149. 


3Earl Lifshey, "They Can Get It for You Wholesale," Retailing, Home 
Furnishings Edition, December 20, 1937, pp. 2. 
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But such outlets constitute only one, and probably not the chief, 
place at which consumers "get discounts" or "buy at wholesale." 
Both Professor Tallman, studying Boston consumers in 1939, and 
Professor Heidingsfield, studying Philadelphia consumers in 1951, 
raised the question of source of discounts.4 Both concluded that most 
discount purchases were made from more conventional retailers and 
wholesalers. Professor Gilchrist has listed some nine or ten sources 
of discounts in Los Angeles, only two or three of which fit the formal 
and restrictive definition of a "discount house. ''5 


Any comprehensive study of discounting indicates that there are, 
and have been, many deviations from the supposed norm of the "one- 
price system" in American retailing. As exceptions to the supposed 
rule of "the same price to all customers at the same time." we find 
many retailing establishments, particularly in the automotive, appli- 
ance, and furniture trades, in which bargaining and haggling over 
price, or over trade-in allowances, is the accepted rule. In many 
other retail stores discounts are granted on some more or less 
systematic basis to favored groups. Such discounts may be restricted 
to the store's own employees, they may be extended to some especially 
respected groups in the community such as clergymen, or they may 
be passed out quite widely to members of buying leagues, employees 


of large corporations, civil servants, residents of the neighbourhood, 
old customers, college students, union card holders, etc. The 


conventional and respected method of pricing many professional 
services actually encourages considerable discrimination between clients 
or patients, and thus deviates from the 'one-price" norm. 


Other discount purchases may involve no discrimination between 
patrons of the same establishment, but simply the opportunity (given 
to all customers of that establishment) to buy for less than the 
supposed true list price. While this group would include those 
discount house operators who simply reduce "fair-trade" minima 
by a given percentage and then refuse to enter into any haggling 
over further reductions, it would also include many other dealers. 
It, for example, also embraces the many, and apparently, very 
successful, club plans under which the customer is charged the full 
"fair-trade" price, but is then given a substantial merchandise premium 


4Gerald B. Tallman, 'When Consumers Buy at 'Wholesale, ''' Harvard 
Business Review, Spring, 1939; and Myron S. Heidingsfield, The 
Penetration of Discount Buying Among Philadelphia Families, " 


Economics and Business Bulletin of Temple University, December,1951. 


°F. W. Gilchrist, 'The Discount House," Journal of Marketing, 
January, 1953. 
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without extra charge. 


In other cases, the individual consumer saves, or thinks he saves, 
by "buying it wholesale," i.e. by purchasing in an establishment 
supposedly closed to consumers. At one extreme, this may involve 
only as limited an activity as the sale of a firm's own products to its 
own employees under rigidly controlled conditions. It may involve 
the use of the employer's purchasing department to obtain goods for 
employees at industrial prices. Or it may, at the other extreme, 
involve an ostensibly wholesale establishment making some, most, 
or all, of its sales to consumers. The activities of those repairmen 
and contractors who seem able "to pick up" some merchandise at 
less than list for their patrons probably belong in this category. 


But there is little space, and before a group such as this, little 
need to rehearse the substantial body of piecemeal evidence demon- 
strating the persistency and pervasiveness of the above, amd other 
deviations from the "one-price" system. A short bibliography is 
appended for those interested in pursuing the topic farther, and noting 
the cumulative effect of the available evidence. More important 


6cr. , besides the studies of Lehman, Tallman, Heidingsfield, Gilchrist 
cited above: Henry D. Taylor, 'Wholesale Buying by Consumers," 
Journal of Marketing, October, 1937; Charles H. Hession, 'The 
Economics of Mandatory Fair Trade,'' Journal of Marketing, April, 
1951; Anon., "Fair Trade Laws and Industrial Buying, "Harvard 

Law Review, June, 1951; E. Raymond Corey, "Fair Trade Pricing: 
A Reappraisal, '' Harvard Business Review, September-October, 1952; 
John W. Wingate "Buying at Wholesale from the Consumer's Point of 
View," Journal of Retailing, February, 1940; Irene Till, "The Fiction 
of the Quoted Price, '' Law and Contemporary Problems,June, 1937; 
Anon., "Who Pays List Price," Fortune, June, 1952; A. F. Williams, 
"The Problem of the Furniture Retailer, '' Harvard Business Review, 
July, 1930; E.B. Weiss, "The Off-List Revolution, T Advertising Age, 
August 16, 23,30, and September 6, 1954; F.R. Beede, "Employee 
Purchases at Wholesale, '' Nations Business, December, 1953; 


H. Kerkow, "Bootlegged Stocks and Cut Prices, '' Sales Management, 


March 7, 1931; John O. Nilan, "'Bootleg' Wholesalers,’ Printers' 

Ink Monthly, January, 1933; E.T. Grether, Resale Price Maintenance 
in Great Britain, (Berkeley, University of California Press, 1935); 
Edwin R. Seligman, and R.A. Love, Price Cutting and Price Main- 
tenance, (New York, Harper and Brothers, 1932); Albert Haring, 
Retail Price Cutting and its Control by Manufacturers, (New York, 
Ronald Press Company, 1935) are among the useful sources. Valuable 
contemporary comment can be found in trade papers, particularly _ 
Retailing Daily, and there is a wealth of data in the record of: In re 
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than the presence of these deviations are certain questions they raise, 
and certain suggestions they provide, concerning a number of problems 
in business and economic analysis. 


II. SUGGESTIONS FOR FURTHER STUDY 


Among the facets of that extremely complex phenomenon, discount 
selling, worthy of further investigation, several of the following may 
prove interesting and rewarding. 


(1) The quantitative aspects of discounting. Through the use of 
fragmentary and anecdotal evidence we can ascertain that discounting 
is important. But, in spite of some rather wild estimates published 
in trade and business media, we have no real measure of just how 
significant it may be as a fraction of total retail trade. Improved 
information as to the exact portion of such trade conducted on a 
discount basis is desirable, both as an end in itself, and as an aid 
in solving the other questions noted below. 


(2) Consumer Behavior. We would know more about consumers and 
consumption in general if we had the answers to such questions as: 
How do consumers iearn about discount sources? How many sources 
do they visit to obtain discounts? How much do they save through 
buying at a discount? Are there differences in consumer satisfaction 
with different types of discount transactions? Are consumers, in the 
main, ashamed or proud of buying at a discount? Some information 
has been developed, indicating that, as a general rule, discount 
buying seems rather satisfactory to the consumer, and works out 
rather well for him.’ (In thisconnection, it may be well to remember 
that if most discounts are obtained from conventional outlets, the 
consumer enjoys all of the advantages of dealing with such outlets in 
addition to receiving the discount.) But in spite of this information, 
there remains room for much additional study along the lines indicated 
above. 


(3) Managerial policy and behavior. We can find some indications 


that some manufacturers’ lines are subject to less discounting than 


National Retail Furniture Association et al., U.S. Federal Trade 
Commission, Docket #5324, but such sources are generally less 
accessible than those cited above. 


Ter. , besides the Taylor, Lehman and Fortune articles cited above; 
Edward Brecher, "Does it Pay to Buy at a Discount House?" Consumer 
Reports, January, 1950; Anon. "Should You Buy From a Discount 


House ?"' Changing Times, (The Kiplinger Magazine), October, 1953. 
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their competitors'. If quantitative information on discounting, brand by 
brand, were available for certain types of goods, the validity of these 
indications could be tested. If the existence of the suspected variations 
was confirmed, the next step might well be an attempt to determine the 
causes of the differences. An analysis of this sort might provide much 
useful information for managerial decisions. 


Closely related to this topic is the fact that manufacturers' efforts 
to control resale prices represent attempts at a form of partial forward 
integration without ownership of the successive resellers. Brand 
analysis of discounting might shed some light upon the wisdom and 
chances for success of such attempts. 


Further study might well be given to the desirability of discounting 
from both the manufacturers' and the retailers' point of view. At 
present, many manufacturers and retailers seem to regard discounting 
as a very desirable device for increasing sales by tapping the demand 
curve in its lower ranges, often without disturbing the volume of full- 
price sales. Others regard it as an unavoidable evil, or as one not 
warranting the expenditures necessary for control. Still others are 
committed, more or less actively, to outright opposition. Perhaps 
little more can be done with present information, than to note such 
attitudes and their bases. But further study of discounting's impact 
upon the sales and costs of individual sellers would be extremely 
interesting. 


(4) Price control. There is some belief that discounting results, 
in part at least, from attempts to impose upon dealers higher margins 
than are required by their businesses. Manufacturers who establish 
resale prices for their products, for example, are likely to set those 
prices high enough to satisfy at least most of their dealers. The 
argument is advanced, apparently with considerable merit, that such 
prices are likely to prove to be totally unrealistic for those dealers 
conducting low cost operations. Further study of the relationships 
between discounting, available margins, and costs of doing business, 
should indicate the portion of total discounting attributable to such 
resale price controis. 


(5) Price behavior. Modern price analysis (particularly that of 
the institutional” type, as opposed to the "geometric" approaches) 
pays much attention to such matters as: price lining, conventional 
pricing, odd and even pricing. Discounting, which often means a 
difference between the actual and the apparent price for a given 
item, has important implications for the analysis of such matters. 


Conclusions based upon apparent or marked prices might require 
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revision if analysis should show that those prices were subject to discount, 


The accumulation of information on the net, discounted, prices might 
help to explain actual pricing practices. 


While these, and other, questions remain, certain observations do 
seem to flow from our present knowledge of discounting. 


Ill. THE DIFFICULTIES OF CONTROL 


Analysis of discounting indicates the difficulties of controlling resale 
prices. A number of years ago, Knauth wrote '".... the attempt to main- 
tain a uniform price without bringing about a stupid situation is possible 
only in rare cases."8 Our present and past experience shows that 
attempts to develop and enforce uniform prices for electric appliances 
and such merchandise has resulted in what might well be called "a 
stupid situation." At best, it must be described as a highly incon- 
sistent state of affairs, however satisfactory it may be to some 
individual sellers. Maintained prices are both widely proclaimed 
and widely breached. 


However, this comment should not be pushed too far. Although 
little or no real evidence has been gathered on this point, there does 
seem to be a concensus that resale price maintenance has been quite 
effective in the drug field. Quite plausibly, the probable success of 
drug price control may be ascribed, at least partially, to the cohesive- 
ness of the retail drug trade, as well as to the probable inelasticity 
of the demand for most drug products. Whether such price controls 
will be as effective when, and if, a greater share of the total drug 
and cosmetic production moves through grocery stores and similar 
low margin outlets, remains to be seen. The point to be noted here, 
however, is the way in which a control device ideally suited to one 
economic situation, may prove a complete misfit under somewhat 
different conditions. 


Evidence does support the conclusion that, in the case of more 
expensive items customarily bought on a shopping basis, discounting 
is a real influence. A businessman selling such merchandise, who 
does not take account of the persistency of this force and of the 
difficulties of controlling it, is blinding himself to one of the realities 
of his economic life. The appliance manufacturer who announces a 


Soswald Knauth, "Some Reflections on Retail Prices," in Economic 


Essays in Honor of Wesley Clair Mitchell, (New York, Columbia 
University Press, 1935), p. 207. 
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resale price control policy and the retailer who looks to such a policy 
for protection would do well to appraise the chances for such control 
realistically. 


The difficulties of controlling these prices point to another observa- 
tion: 


IV. THE STRENGTH AND NATURE OF BASIC 
ECONOMIC FORCES 


In a sense, a study of discounting proves to be a testimonial to the 
Marshallian analysis of prices. The laws of supply and demand exhibit 
their inexorable nature. The difficulties of control seem to arise out 
of the strength of the classical drives: to sell more and to pay less. 
The attempt to maintair prices above what seems to be the equilibrium 
point has to face the onslaught of the drive toward equilibrium. 


Also, the evidence does seem to support the concept of the sloping 
demand curve, at least for electric appliances and many other products. 
Strong indications of consumer responsiveness to price reductions can 
be noted, even without computation of actual coefficients of elasticity. 
Dynamic pricing, as the businessman comprehends the term, seems 
necessary to move large volumes of merchandise. Perhaps the situation 
warrants another remark of Knauth's: "The dynamic element in prices 
is scarcely appreciated by most merchants and manufacturers, thus 
causing a powerful deterrent to production and distribution. "9 


Although the comment comes with good grace from Knauth, who has 
been a most successful merchant himself, it does lead to another question: 


V. THE AGGRESSIVENESS OF RETAIL PRICING 


Traditionally, retailers have been regarded as rather passive 
individuals who simply accept given sets of prices for their wares. This 
point of view, particularly with regard to their behavior during inflation, 
has been expressed by Galbraith, for example: 


The stronghold of conventional or customary pricing is in 
distributors' margins, particularly in retail selling. For 
a large proportion of all retailers, and a rather smaller 
proportion of all retail trade, the price charged for the 


9 Ibid. 
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service is a strictly conventional markup or 'markon. ' 
Sometimes this is the markup suggested by the supplier; 
sometimes it is conventional with the store or trade for 

that particular class of merchandise. In either case, 

price control was involved in markets in which partici- 
pants had ceased to look upon price-setting as one of the 
exploitative or profit-making decisions on which the 
revenues of the business depended. Accordingly as 
shortages developed, it seemed a perfectly normal 
procedure to the radio dealer, the refrigerator dealer, 

or even the cigarette vendor, that he sell off his limited 
stock at his accustomed markup. Quite often he eliminated, 
sometimes illegally, his accustomed concessions or "mark- 
downs," which he had looked upon as vaguely abnormal. But 
he did not think of exacting the new and higher markup that 
the market would have allowed. Had retailers attempted 
this on any considerable scale, as I, for one, originally 
supposed they might, OPA enforcement would have been 
nearly helpless 10 


Henry Smith has made a similar observation concerning retail 


pricing under deflation: 


1937), p. 130. 


As the wholesale price level fell, it appears that retailers in 
general tended to let retail prices lag behind them, and to 
spend a considerable portion of their increased margins 
upon attaching customers more firmly to them by means of 
providing more and more expensive services... Asa 
result of this increased imperfection of the market the 
profits of established retailers have, from time to time, 
temporarily increased, thus tempting new retailers 

into the trade, whose advent again increased the total 

cost of retailing. . . This does not mean that competition 
has been absent, although it implies the absence of 'perfect' 
competition. It means that competition has been present and 
extremely active, only it has taken the form of a competitive 
"bidding up' of the costs of retail distribution rather than of a 
competitive reduction of retail prices. 11 


The present information concerning discounting does not constitute a 


complete controversion of Galbraith and Smith. Our studies have really 


105ohn K. Galbraith, A Theory of Price Control (Cambridge, Harvard 
University Press, 1952), pp. 16-7. 


Henry Smith, Retail Distribution,(London, Oxford University Press, 
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been concerned with only a portion of all retailing. Moreover, discounts, 
like other prices, can become matters of convention. But the volume 

and range of discounting hints, at least, that a fairly substantial number 
of sellers in the hard lines do pay attention to their pricing. At least 
some retailers appear to be more aggressive in their pricing than the 
usual analysis would indicate. 


In this connection, the evidence provides a useful sidelight toa 
controversy of several years duration in the English economic journals. 
P.W.S. Andrews has taken the position that retail trade is a highly 
competitive activity, defining competition in terms of price uniformity. 12 
Hall and Smith, 13 as well as Lewis, !4 feel that price competition in 
retailing is most imperfect. Hood and Yamey offer a somewhat inter- 
mediate view: 


The applicability of the theory of monopolistic competition 
(to retail situations) is based upon the fact, which is not 
disputed, that at any moment of time, a consumer about to 
make a retail purchase is neither willing nor able ....to 
seek out the shop at which the most preferred combination 
of merchandise, price and service is to be found..... 
Moreover, at any one place or in any one locality there 
cannot be a very large number of grocers, chemists or 
butchers. Hence runs the argument, the retail market is 
really composed of a number of contiguous local oligopolies. 


We should agree with the conclusions arrived at or suggested 
by Mr. Smith and Mrs. Hall if they were confined to those 
retail trades in which resale price maintenance is prevalent 
and effectively enforced. 


The analysis which follows attempts to bring out factors which 
help to explain why price competition cannot be relegated to the 
very minor role which it appears to play in expositions (of retail 
pricing) relying on the overwhelming importance of imperfec- 
tions. 19 
12 "What, then, is the essence of competition? As I have urged elsewhere, 
it is simply that no seller can get a price which is higher than would be 
taken by any other potential seller of his type of product." "Some 
Aspects of Competition in Retail Trade, '' Oxford Economic Papers, 
June, 1950. 


13Mfargaret Hall and Henry Smith, ''Further Reflections on Retail Pricing," 
Economica, February, 1952. 


14w. Arthur Lewis, "Competition in Retail Trade, '' Economica, November, 
1945. 


Julia Hood and B S. Yamey, "Imperfect Competition in Retail Trade," 
Economica, May, 1951. 
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Hood and Yamey go on to develop considerations of competition 
arising out of freedom of entry and out of the "chain linking of markets." 
By chain linking, they refer to the opportunities consumers have for 
shopping in several markets and for judging the adequacy of local 
markets by what they learn about other markets. 


While American evidence is not automatically transferable to the 
British scene, or vice versa, our own discounting experience does 
contribute to the position taken by Hood and Yamey. Indications of 
discounting and disregard for established prices do not support 
Andrews' rather sophistical analysis. But, the trades in which 
price maintenance is ostensibly prevalent without being effectively 
enforced do show strong, albeit imperfect, price competition at work. 


Important questions about consumer, as well as retailer, behavior 
are raised in this connection. 


VI. THE DEGREE OF CONSUMER ACTIVITY 


The same British economists, like so many others, differ in their 
view of the consumer, although they chose up sides in somewhat different 
fashion. In arguing for consumer co-operation, Smith says, for example; 


The answer lies in the cause of the whole malaise of 
distribution---the 'slackness' of the consumer. Were it 

not for this, as we have seen, there would be no problem ) 
to solve, and as it exists, one cannot expect the advantages 

of co-operation to be any more manifest to consumers than 

the — opportunities and advantages they habitually over- 

look. 


Smith's rather weary and pessimistic view has often been echoed on 
this side of the ocean. But we can also find less jaundiced views offered 
by both British and American writers. Lewis, for example, says: 


There has been some attempt to explain retailing, using as 

a large element in the analysis the irrationality, ignorance and 
inertia of customers. While it is impossible to deny that these 
factors have some importance, it is impossible to agree to 

any significant importance in view of the rapid changes con- 
stantly taking place in the structure of retailing, as reflected 

in the relative strengths of independents, multiples, department 
stores, street markets, and the co-operative societies. Any 


16Henry Smith, Retail Distribution, p. 173. 
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shopkeeper who used the irrationality, ignorance or inertia 
1s." of his customers as major elements in his policy would soon 
find himself in Carey Street (i.e. bankruptcy court). 17 
Consumer efforts to buy at discounts demonstrate the long-run sound- 
ness of the latter position. Clearly, a fairly substantial number of 
consumers do find efforts to buy effectively worth their while upon 
fairly frequent occasion. Whether they do as well as they might 
is not the question; what is significant here is the indication of the 
energy they are willing to expend. 


VIl. THE PERSISTENCE OF FOLKLORE AND THE VALUE 
OF A HISTORICAL APPROACH 


Beyond the indications in the field of price economics, an investiga- 
tion of discounting suggests two things. One is that traditional ideas 
are hardy. Once the concept of a "one-price" system has passed 
into the received doctrine, it tends to remain preserved in the litera- 
ture with little or none of the modification indicated by the onslaughts 
r of reality. 


The other hint which may be added, very modestly, to a very 
substantial body of professional opinion concerns the importance of 
economic history for economic analysis. Time and time again the 
question of retail discounting has been an important one in this 

, country. The post-World War I inflation, for example, brought 

great interest in industrial buying for consumers. The collapse of 
the 1930's renewed interést in discounting. The post-World War II 
period has followed in exactly the same pattern. In each case, the 
lessons of the past have tended to be ignored. Even those who have 
sought to control discounting and those who have sought to benefit 
from it have tended to approach discounting, de novo, as if it had 
never appeared before. 

The writer does not care to end on a negative note. He urges more 
attention to history because we can learn something from history, 
besides the cynical belief that we never learn from history. 


red 


17 
Lewis, loc. cit. 


rent 
ple: 
on 


| 


; 


THE VALUE ADDED CONCEPT AS APPLIED TO MARKETING 
AND ITS IMPLICATIONS 


By 
Theodore N. Beckman 
The Ohio State University 


It is probable that many of the contents of this paper will present 
nothing new or startling to economists and especially to marketing 
students. It is hoped, however, that a reexamination even of the 
old ideas and a restatement of them that combines the practical with 
the purely theoretical may provoke further constructive thought on 
the subject. In addition, it is quite possible that, at least inter- 
stitially, a new slant and perhaps even a new idea may have crept 
into the presentation to make it somewhat intriguing. Most of all, 
it is hoped that it may lead to the application of the value added 
concept to the marketing sector of the economy and thus provide, 
among other things, an effective weapon in the arsenal for the 
struggle against widespread public ignorance of the valuable 
contribution to society that flows from marketing activities. 


NATURE OF THE CONCEPT AS USED BY THE CENSUS OF 
MANUFACTURERS. -- The value added concept has been used 
for many years by the Bureau of the Census of the United States 
Department of Commerce in connection with its censuses of 
manufacturers. As stated in its various appropriate publications, 
"Value added by manufacture is calculated by subtracting the cost 
of materials, supplies, and containers, fuel, purchased electric 
energy, and contract work from the total value of shipments. we 
It thus represents the difference between the selling value of 
products shipped or delivered and the cost of materials, supplies, 
and containers, plus the cost of fuel, purchased electric energy, 
and coniract work. Basically, then, the difference represents the 
net value of the operations of the reporting establishment itself 
without any admixtures of the labors or operations of other 
establishments and this is presumed to measure the value added 
by the process of manufacture. 


REASONS FOR INCREASED EMPHASIS ON VALUE ADDED 
CONCEPT. -- As time progressed, emphasis has been shifted by 
the Bureau more and more from value of products shipped to value 
added by manufacture as a measure of the contribution to the economy 
by the manufacturing sector. Among the major reasons for this 


lcensus of Manufactures: 1947, Volume II, Statistics by Industry. 
United States Government Printing Office, Washington: 1949, page 18. 
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shift apparently were (1) a desire to avoid duplication; (2) need for a 
more accurate measure of the importance of, and value created by, 

a given industry; and (3) a satisfactory means for a proper comparison 
of the economic contribution of one industry with that of another. All 
of these can be readily discerned from the following excerpts from 
one of the Bureau's publications of more than a quarter of a century 
ago: 


"The value of products is not a satisfactory measure of the 
importance of a given industry, because only part of this 
value is actually created within the industry. Another part 
and often a much larger one, is contributed by the value of 
the materials used. The aggregates for cost of materials 
and value of products include large amounts of duplication 
due to the use of the products of some industries as materials 
by others." . . . "Statistics of 'value added by manufacture’ 
are almost entirely free from the duplication which is a factor 
in the total value of products." . “ 


They can be further discerned from the fact that in earlier censuses 
of manufactures comparative data for industries were presented both 
by value of products and by value added by manufacture, while in the 
more recent regular censuses such comparisons were confined to 
value added. This necessarily follows from the Bureau's conviction 
as expressed in the following statement: 


"'Value added by manufacture' measures the approximate 
value created in the process of manufacture. It, there- 
fore, provides the most satisfactory census measure of 
the relative importance of given industries for the 
United States as a whole or for geographic areas." | 


ESSENCE OF CONCEPT AS USED BY CENSUS OF MANUFACTURES. 
-- First it should be noted that value added is an income (or output) 
concept, not a cost (or input) concept. It is, therefore, in itself not 
a measure of cost, productivity, or efficiency, but of a contribution 
made. It merely measures the net product added by the establish- 
ment, industry, industry group, or all manufacturing industries, as 


2Fifteenth Census of the United States. Manufactures: 1929, Volume 
I, United States Government Printing Office, Washington: 1933, 
pages 6 and 8. In approximately identical phrasing the same sub- 
stance is expressed on page 18 of Volume II of Census of Manufac- 
tures: 1947, U.S. G.P.O.: 1949. 


3 Annual Survey of Manufactures: 1949 and 1950, U.S. Government 
Printing Office, Washington: 1952, p. 8. 
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the case may be, without evaluating such contribution in terms of costs, 
efficiency, or any of the various input or judgment factors. Further- 
more, it is expressed in terms of current dollars, not in constant 
dollars or any physical volume measure. 


The second point to be noted is that, theoretically, the treatment 
of value added by manufacture is functional in character, inasmuch 
as it is presumed to measure the contribution made by the process or 
processes of manufacture as contrasted with the process or processes 
of marketing. That is certainly the avowed purpose repeatedly stated 
in the appropriate Bureau of the Census publications. Practically, 
however, value added by manufacture is treated institutionally, in 
that it is computed on an establishment basis and thus includes in 
the selling value of products shipped, from which specified deduc- 
tions are made, all activities performed by the manufacturing 
establishment including those incident to the distribution or marketing 
of the products in question. This means that, as actually used, value 
added by manufacture exaggerates the contribution made by the manu- 
facturing process by the extent to which the value added by marketing 
activities enters into the computation, which is believed to be around 
10 per cent of the total value added reported for all manufacturing 
industries. 


As used by the Census of Manufactures, the value added concept 
has been additionally criticized from time to time on widely varying 
grounds. One of the criticisms, for example, which stems from a 
highly theoretical and questionable approach to the problem, is that 
value should be reckoned in terms of utilities or satisfactions to 
consumers instead of current dollar values added to products. In the 
first place, ‘there is no way of practically measuring utilities and 
satisfactions except through expressions of their values in the open 
market in the form of prices which form the base for computing value 
added. Second, it is erroneous to assume that the satisfaction of 
consumers, especially ultimate consumers, is the sole aim of the 
economic system in any given period of time. That is no doubt why 
classical economists have generally considered not only the satisfac- 
tion of human needs or wants, but also the effect upon the wealth of the 
participants in the productive process and upon the wealth of the nation 
asa whole. Another criticism is that the value added used by the 
Census is not free from practically all duplication as claimed unless 
additional deductions are made from the value of shipments, such as 
depreciation, rent, interest on short-term debts, and other overhead 
items. Obviously, what is desired by such critics is not a value added 
figure but a net value added amount, which, of course, may be quite 
useful for certain purposes. These and other criticisms notwithstanding, 
it is felt that the Bureau's statement with respect to the practical 
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usefulness of value added by manufacture is fully warranted and 
experience with its regular use since about 1910 attests to it. 


ADDITIONAL USE OF VALUE ADDED CONCEPT ILLUSTRATED. -- 
Whether used theoretically to measure the contribution made by a 
process or function or practically to measure the contribution made 
by a type of institution, the value added concept can be made to serve 
more than the single purpose of direct contribution measurement. 

This is illustrated by the author's development during the year 1951 
of what came to be called in the press and elsewhere as the Value 
Added Theory. Its purpose was to furnish the basis for a recommen- 
ded amendment to the excess profits tax law that was enacted after the 
outbreak of the Korean War in the previous year. 


On the basis of a study made over a period of some months, a 
statement was prepared and submitted by the author under date of 
July 21, 1951. It was entitled RELEVANCE OF VALUE ADDED BY 
MANUFACTURE AS A MEASURE OF VALUE CREATED AND 
CONTRIBUTION TO SOCIETY AND AS AN INDEX OF A JUSTIFIABLE 
RATE OF RETURN ON ASSETS. This statement was submitted to 
the United States Senate Finance Committee on July 27 as part and 
in support of the testimony by George E Gregory, President of 
Gregory Industries, Inc., and later served as a basis for initial 
discussion with some of the staff of the Joint Committee on Internal 
Revenue Taxation. 


In developing this so-called theory it was assumed that we are to 
continue to function in an economic system of workable competition 
and within the general legal and other context or framework commonly 
associated with such a system like the unabused protection afforded by 
patents and copyrights. This theory was based on three hypotheses. 
First, value added is value created and thus measures the absolute 
contribution made to the economy. Second, for comparative purposes 
there is need for a relative measure of this contribution, or a value 
added ratio, which was deemed to be best expressed in the nature of 
a relationship of value added to value of shipments. Third, if value 
added is value created and a value added ratio is a measure of relative 
value created, it follows that the higher the value added ratio the 
greater the contribution and hence the greater the proportionate reward 
by society, through expressions in the open market, in terms of net 
earnings percentages. 


To test the validity of these hypotheses, an analysis was first 
made of the value added ratios for two major industry groups 
comprising 48 industries for the year 1947--the last year then 
covered by a regular Census of Manufactures and one of the base 
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period years for excess profits tax purposes. These results fully 
corroborated the theory, for they showed that the rate of return on 
assets was not only commensurate with the higher value added ratio 
but was progressively higher, that is, it was proportionately higher 
for industries with a higher value added ratio. Subsequent supplemen- 
tary studies covering remote as well. as adjacent years revealed a 
high order of constancy or stability in the value added ratios and 

thus added to the proof of the validity of the hypotheses, especially 

for administering a tax law for years other than those included in the 
analysis. 


The essence of this theory is that an industry which has a high 
ratio of value added to value of shipments creates more value in the 
process of manufacture than one with a lower ratio. Such an industry 
would thus be expected to earn more per dollar of sales or per dollar 
of assets than the industry with the lower ratio. The same reasoning 
applies to an individual company, for a concern with a high value added 
ratio tends to create more value in the process of manufacture than a 
concern with a lower ratio and for that reason should earn a higher 
rate of return. 


UNDUE EMPHASIS ON MARKETING COSTS AND ON WASTE IN 
DISTRIBUTION. -- Contrary to the use of, and growing emphasis upon, 


the value added concept for manufacturing industries, critical discus- 
sion in the marketing sector of the economy has been constantly 


centered upon costs and wastes. It has thus been common thinking that 
any manufacturing or processing operation "adds value" but that 
any marketing, distribution, or sales operation "adds costs." 


The undue emphasis upon costs and wastes in the field of marketing 
has been characteristic of public attention from the early 1920's to- 
date. To illustrate, in 1923 or 1924 the National Distribution Con- 
ference of the Chamber of Commerce of the United States requested 
the then Secretary of Commerce Herbert Hoover to appoint an 
Advisory Committee on Distribution Statistics. In his letter 
requesting members to serve on the committee, Mr Hoover implied 
that almost the only and certainly the main purpose of obtaining 
better statistics about marketing would be to "approach more intel- 
ligently a discussion of wastes in distribution. '4 


4Report of Committee I--Collection of Business Figures, National 


Distribution Conference, page 5. 
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The tragic thing is that this summarized statement of the major or 

only need for better knowledge ‘of marketing was generally accepted as 

most valid and requiring no elaboration. It was no doubt the principal 
argument in favor of the first Census of Distribution authorized by the 
Congress in the summer of 1929. During the years 1934-36 the author 
served as advisor to the Committee on Elimination of Waste in Distri- 
bution of the U.S. Department of Commerce--another evidence of 
emphasis on costs and wastes in marketing. 


A leading publication of the Twentieth Century Fund, appearing in 
1939, was entitled "Does Distribution Cost Too Much?" and contained 


the following statement: "The idea that it costs too much to distribute 
goods and that modern methods of distribution are wasteful and in-. 


efficient has taken root in the public mind." (p. 3). By its resolu- 
tion adopted June 27, 1940 the Federal Trade Commission initiated 
an inquiry into "Distribution Methods and Costs," because "more 
than one-half of the cost to domestic consumers and users of many 
commodities consisted of the costs and expenses occurring in the 
processes of distribution, including transportation," distribution 
costs have been rising proportionally, certain distribution practices 
“appeared uneconomic," and "the development of some types of 
distribution have been hampered by restrictions, usages, and 
competitive practices."5 Even as late as 1950 a leading business 
executive declared that "The reduction of marketing costs is one 


of the major problems facing us today. ''§ 


POSSIBLE MAJOR CAUSE FOR UNDUE EMPHASIS ON MARKET- { 
ING COSTS AND WASTES. -- It is sometimes difficult to fathom why 
the marketing sector of the economy has been singled out for the 
consistently merciless attack on the ground of costs and wastes. 
To be sure, agricultural production has often been characterized by 
high costs and wasteful methods, as has much of the coal mining } 
and lumbering. In 1921 theCommittee on Elimination of Waste in 
Industry, appointed by Herbert Hoover, submitted a report on 
Waste in Industry, which disclosed appallingly wasteful methods and 
high costs in manufacturing and which led to the widespread adoption 
of improved methods and techniques by manufacturers, just as more 
and better data on distribution coupled with sharpened competition } 
from chains and supermarkets have led to widespread adoption of 


°From the Foreword in the reports on "Distribution Methods and ' 
Costs" submitted to the Congress from time to time. | 


6Fundamentals of Sound Marketing, by Samuel B. Eckert, 1950 
Charles Coolidge Parlim Memorial Lecture, p. 4. 
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improved methods and techniques in marketing. Despite the phenomenal 
progress recorded in the field of marketing since the early 1920's, 
criticism of its costliness and wastefulness has hardly abated. Why? 


Perhaps a major explanation is to be found in the neglect of 
students of marketing and those directly concerned with it asa 
business to stress, in quantitative terms, the contribution made by 
the marketing sector and its respective segments to the economy of 
this Nation. The value added by marketing concept has never been 
officially adopted by a government agency nor has it been seriously 
advocated or directly and consistently used anywhere else. Whatever 
jiscussion is to be found on the benefits drived by society from the 
narketing process or any part thereof has been general, qualitative, 
often obtuse, and sometimes in the form of an apologetics. Illustra- 
ive of some of these is the following statement in which the author of 
his paper had some responsibility: 


"For example, merely because it is true that the cost of 
marketing in many cases exceeds the cost of producing 

the commodity under consideration, it does not follow 

that the distributing costs are higher than warranted. 

Much depends upon the nature of the services rendered 

in the distribution process, the need for them, the 
effectiveness with which they are being performed, and 

the net effect of such services and market machinery 

upon the various factors of productions and consumption. "7 


Another illustration is afforded by the following, more positive but 
till qualitative, statement: 


"marketing has contributed to economies and social well 
being". . . "the economies of large-scale production are 
possible only through large-scale distribution; lower 
prices to consumers are made possible by integrated 
activities of producer and marketer. Cost of production 
may be lowered only through effective marketing distri- 
bution; the resultant economies are due to joint costs 
and accompanying higher marketing costs. ''8 


‘Principles of Marketing" by H.H. Maynard, W.C. Weidler, and T.N. 
Beckman, The Ronald Press Company, New York, 1927, pp. 648-9. 


‘Marketing in Our Economy," The Annals of the American Academy of 
Political and Social Science, May 1940, from the Foreword by the 
Editor Howard T. Hovde. 
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From this it should not be inferred that students of marketing have 
been altogether unaware of the significance of the value added by 
marketing concept in critically viewing and analyzing the process. 
Like some other professors, no doubt, the author has for at least the 
past several years brought the subject to the attention of members of 
his seminars for graduate students in order to arouse their interest 
and encourage research on it. It was not, however, until a little 
over a year ago that a paper entitled Value Added by Distribution was 
formally presented by Robert J. Eggert, quite appropriately chairman 
of this session, urging the adoption of this concept for the field of 
marketing. 


NATURE OF VALUE ADDED BY MARKETING CONCEPT. -- 
‘}heoretically, value added by marketing should measure the value 
added by the marketing process and should include the marketing acti- 
vities of manufacturers and other producers as well as those of all 
middlemen. From a practical standpoint, however, it is now 
difficult though not impossible to apply the concept in this fairly 
comprehensive sense. More important, it would not be comparable 
to its use in connection with the manufacturing industries, whatever 
the merits or disadvantages of the latter's use may be. For this 
last reason it is more feasible to compute value added by marketing 
in a manner similar to that followed for manufacturing. 


For strict comparability with manufacturing, it would be 
necessary to deduct from net sales the cost of goods sold (including 
freight-in), plus the cost of supplies and containers (including 
wrapping and packing materials), plus the cost of fuel, and plus 
the cost of purchased utilities. Until adequate data are collected 
for marketing establishments that would make such computations 
possible or in a manner already computed by the reporting 
establishments, gross profit might be deemed to be the nearest 
equivalent to value added for marketing institutions. It must be 
assumed that in an economic system of workable competition and 
within the context or framework commonly associated with it the 
sum of all gross profits of marketing institutions tends to approximate 
the total output of such institutions in utilities or satisfactions not 
only to consumers but throughout the channels of trade. 


There are, in addition, several special virtues in the use of gross 
profits and gross profit percentages for value added and value added 


9Twenty-fifth Annual Boston Conference on Distribution, 1953, 
Proceedings, pp. 65-74. 
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ratios, respectively. One is sheer simplicity, for gross profits and 
gross profits ratios are easy to determine. A second advantage is 
their universal availability. Third and most important is the uniform- 
ity of treatment in deriving them. This is certainly not true of the costs 
of marketing institutions. Just what such costs are for any enterprise 
or marketing establishment depends upon how certain items of cost 
like depreciation are determined; whether all implicit costs are 
included, if at all; the presence or absence of certain types of costs 
like those relating to employee benefits; and the policy with respect 
to some of the cost items as in the case of salaries for executives in 
closely held corporations, which may range from niggardly to 
absurdly liberal. 


VALUE ADDED MUST NOT BE CONFUSED WITH COSTS. -- It is 
not suggested, however, that the value added by marketing institutions 
be substituted for their costs or for anything else. For certain 
purposes, as in determining total activity of an enterprise or for 
use as a base in expressing percentages of cost components, net 
sales are an essential concept that must not be replaced. For other 
purposes costs and their components are most necessary. 


When treated institutionally on an establishment or even on a 
company basis and in terms of recognized good accounting practice, 
the costs of marketing institutions are generally confined to what are 
known as explicit costs. Such costs may be less than the gross profits 
realized and thus result in a residue known as an accounting profit 
and commonly considered by business men as net profit. On the 
other hand, the explicit or-accounting costs may exceed the gross 
profits earned, in which case the enterprise suffers an accounting 
loss known in business nomenclature as a net loss. 


For purposes of comparing one establishment or enterprise with 
another or one type of marketing institution with another, especially 
of the non-corporate type, it becomes necessary to include in the 
costs certain implicit cost items, like the imputed interest on own 
invested savings, the equivalent of rental income on owned place of 


‘business, and the equivalent of salaries for managerial services of 


the owners when none are regularly charged to the business. Even 
when all implicit costs are included, the total costs may be less than 
the gross profits. In such a case there would be a residual known to 
economists as normal profit, which is regarded by them as a com- 
ponent of the cost of production on the assumption that if sucha 
profit is not made factors of production will be withdrawn from the 
particular type of business and transferred to a more lucrative 
operation. This means that explicit costs may be substantially less 
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than gross profits and yet there may be no normal profit. 


Assuming that all explicit and implicit costs are included, as well 
as the normal profit, the total costs thus determined may still be less 
than the gross profits, thereby yielding what is known to economists as 
a pure profit. This may result from such dynamic changes as innova- 
tions by the entrepreneur or from external factors like cyclical busi- 
ness fluctuations 


| 
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Summarizing the matter for the case of a marketing establishment 
or enterprise, its costs in terms of normal accounting practice may 
exceed its gross profits, may equal them, or may be less. In terms 
of management practice and for comparison purposes when implicit 
costs are included, the costs, too, may exceed the gross profits, 
equal them, or may be less. In terms of economic analysis, when 
implicit costs are included as well as normal profit, costs may be 
less than gross profits and thus yield a pure profit, may equal them 
or may exceed them. 


It is only when marketing institutions are considered as a whole 
that it may be said that total costs of such institutions to society | 
equal their total value added or are approximately equivalent to i 
the sum of their gross profits. Even for this totality such statement 
can be true only in the long run. In any one year, as in one of 
depression, it is quite likely that the total economic costs, that 
would include implicit costs and normal profit, may greatly exceed 
their total value added as measured by the sum of gross profits for 
all marketing institutions. Furthermore, in no sense does this 
measure the value added by the entire marketing process, first, 
because it does not include the marketing activities performed by 
manufacturers and by others than those classified as marketing 
establishments, and second, it does not include transportation which 
has long been recognized as part of marketing when used in connec- 
tion with the transfer of goods between places 


In the light of the above very brief analysis, it would seem best 
not to confuse the value added by marketing institutions, which can be 
best obtained and perhaps only in that way, on an establishment basis 
and in terms of normal accounting procedure, with marketing costs. 
Under such circumstances, these represent two entirely different 
concepts. Moreover, under such conditions costs have a closer 
bearing on efficiency of operation than does value added. What is 
suggested here is that the value added concept is needed for 
marketing institutions to supplement, not to supplant, the cost 
concept, to make the use of costs more meaningful and varied, and 
to serve other useful purposes as indicated below. 
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REASONS FOR APPLYING THE VALUE ADDED CONCEPT TO 
MARKETING ACTIVITIES. -- Probably the most important reason 
for using the value added concept for the entire marketing process, 
and to various segments thereof, is that it provides the only true 
way of determining the extent to which marketing or any of its 
segments contributes to the American economy. It is the best 
available absolute measure of the importance of marketing activities 
and their contribution to the welfare of society. 


A second important reason is that it makes possible a proper 
comparison of the marketing process with the manufacturing process, 
even when value added in each case is computed on an institutional 
basis rather than in terms of functions or processes as theoretically 
contemplated. Such a comparison would tend to clarify our thinking 
and to remove the odium from marketing which has resulted from the 
improper comparison of the two sectors in terms of so-called costs. 
More important, it would tend to do away with the illogical and 
unnatural distinction commonly made between manufacturing as 
"adding value" and marketing as "adding costs." 


Third, not to be overlooked is the possibility which the concept 
affords for appropriate comparisons of different parts that compose 
the marketing structure. It should facilitate meaningful comparisons 
of the different levels of the marketing sector of the economy, such as 
wholesaling with retailing or one level of wholesaling with another; of 
different types of organizations and operations on the same level, such 
as wholesalers with manufacturers' sales branches or department 
stores with mail order houses; and of individual concerns with enter- 
prises similarly operating. 


Fourth, quantitative data on value added by marketing should furnish 
the basis for a more positive approach to marketing, for they would show 
what values are received for the costs and expenses incurred. Only by 
means of such a relationship or ratio can costs really be viewed con- 
structively, in their true perspective, and their magnitude properly 
assessed. Furthermore, it might result in many instances ina 
reorientation of point of view on the part of marketing entrepreneurs, 
from an all-absorbing cost consciousness to a constructive inquisitive- 


ness into ways and means of providing more value for the costs 
incurred. 


Fifth, consistent use of quantitative data on value added by 
marketing should naturally lead to improved public relations. It is 
believed that failure to stress quantitatively the positive values 
derived from marketing has tended to contribute to the misunder- 
Standing of the role played by middlemen and to the general public 
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reaction that marketing is an appendage of our economic system to be 
removed or drastically attacked with major surgery at the slightest 
sign of trouble anywhere on the economic front. Emphasis on the 
positive value of marketing through the use of quantitative data from 
authoritative sources on the value added by the marketing process 
should go far in rectifying these unfortunate conditions. 


Sixth, use of the value added concept in the marketing area would 
tend to clarify and give more meanirg to the concepts of productivity 
and of efficiency as applied to that area. Value added, which is value 
created, is certainly superior to a concern's net sales in ascertaining 
its productivity as commonly used in the engineering or technological 
sense of output per unit of input. If productivity is to be measured in 
terms of output per unit of labor such as a man-hour, value added 
more nearly represents the contribution made by a unit of labor than 
do net sales. By the same token, a relationship of marketing costs to 
value added by marketing is a much better index of overall efficiency 
than is true of marketing costs in the absolute or in their relationship 
to net sales 
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VALUE ADDED EMPHASIZES PRODUCTIVE CHARACTER OF 
MARKETING. --One of the significant implications of the value added 
concept as applied to marketing is the emphasis it lends to the 
productive nature of marketing activities. The term "production" 
is unfortunately being used in modern times in two senses and thereby 
causes confusion or at least some ambiguity. For example, as used 
by the Board of Governors of the Federal Reserve System in connec- 
tion with its indexes of industrial production, the term refers to the 
result of industrial productive activity or to the output of the factories 
and mines. As generally used by economists, however, the term 
refers to the productive process and it is in that sense that it will | 
be used in this discussion. 


Economists from at least J.B. Say to-date have defined production 
(productive activity) as the "creation of utilities, which are capacities 
of goods and services to satisfy human wants, needs, and desires. One 
type of utility created in the productive process is commonly known as 
form utility and consists in the conversion or transformation of scarce | 
resources to increasingly satisfying states. This may be illustrated by | 
the conversion of copper ore to ingots, to rods, to wire, to part of 
the ignition apparatus, to part of the internal-combustion engine, and 
to part of the automobile. As the copper ore moved from the mine to | 
the smelting and refining plant, to the rolling mill, to the wire mill, 
to the electrical machinery plant, to the automobile engine plant, and 
finally to the automobile assembly plant, it acquired added value at 
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each of these stages because at each point of its progress it was in a 
more satisfying or more useful state and hence worth more. It is to be 
noted that no one questions whether value was added, i.e., utility created, 
even when the copper wire may not itself have been changed in form 
when it was made part of the ignition apparatus and was certainly not 
changed in form when the ignition part was merely installed in the 
automobile engine or when the engine was merely installed in the auto- 
mobile. Nevertheless, all are regarded as changes in form and as 

part of the transformation or form utility phase of the productive 
process. At all these stages value added was computed even though 

no consumer satisfactions whatever have yet been realized and, in 

fact, were still far in the offing. 


In the above illustration of an industrial product it cannot be 
assumed that the only utility created was that of form. The copper 
ingots may have had to be transferred from the smelting and refining 
plant to the rolling mill that were far apart in space and at times when 
the latter could best handle the ingots. Furthermore, the two plants 
may have been under different ownership, which would have involved 
not only a transfer or translation between places and between time 
periods, but also between persons or firms, thereby creating what 
are commonly known as place, time, and possession utilities all of 
which are the burden or responsibility of the marketing process. 

In a sense, possession utility is created even in integrated concerns 
through interplant transfer. The same thing exactly may have been 
required in the transfer of the copper ingots from the rolling mill 

to the wire mill, or from the wire mill to the electrical machinery plant, 
or from the electrical machinery factory to the combustion-engine plant, 
or from the engine factory‘to the automobile assembly plant. Thus, 

it may have been necessary to create all four types of utilities each time 
that the product moved from one stage of manufacture to the next, but 
only the value added by the manufacturing process would be included 

in the reckoning for the manufacturing industries involved. It should 

be noted that no ultimate consumer satisfactions have as yet resulted 
from any of these activities. Use of value added by marketing would, 
however, call attention to the role played by marketing and to its 
essential character even in connection with the creation of form 

utility. 


In the case of strictly consumer goods, i.e., goods intended for 
the satisfaction of the needs and wants of ultimate consumers as part 
of their living, much marketing activity involving the creation of place, 
time and possession (through change in ownership or through interplant 
transfers) utilities is also needed before the manufacturing process is 
completed. But that is not enough, for the goods are of no value what- 
ever to the consumer until they are (1) in his possession and (2) at his 
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home or other place of consumption (3) when he wants to use them. To 
do that, the goods must be moved, say, from the factory to the whole- 
saler, from the wholesaler to the retailer, and from the retailer to the 
consumer. As they move forward through these channels of trade, they 
acquire a more satisfying economic state and value is added each time 
that they change place, time, and possession. The utilities thus created 
are of the same essence economically as those having to do with the 
transformation of the various materials into a finished product. 


To illustrate further, when the wholesaler causes the goods to be 
sold to him by the manufacturer and then resells them to the retailer, 
valuable possession utility is created by him, involving two transfers 
between persons or firms. An integrated concern accomplishes the 
same result, of adding possession utility, by a transfer of the goods 
from the factory to the wholesale place of business (and thus changing 
possession in a practical sense) which calls for but one change in 
ownership when sold to the retailer. When the wholesaler has the 
goods shipped to him from the factory and then delivers them to the 
retailer, the transfers from one place to the other add further values 
to the goods through the creation of place utility. Finally, when he 
stores the goods in his warehouse in anticipation of the needs of his 
customers he thereby creates time utility and thus makes the goods 
more useful and hence more valuable. To create all of these varieties 
of utility, other functions must be performed by the wholesaler 
like that of financing his inventories, of assuming risks of unfavorable 
price changes and other hazards attendant upon entrepreneurship, 
of seeing that the goods are in the form and quantity in which they 
are desired by the retailer, and of keeping fully informed about 
marketing and market conditions. What has been said about the 
wholesaler applies equally to the retailer and, in varying degrees, 
to other types of marketing functionaries. 


From this discussion, it is crystal clear that all those who have 
to do with the movement of goods through the channels of trade create 
utilities, add value to the goods, and are thus productive. Unfortu- 
nately, such a point of view has not always been shared by economists 
and is not widely accepted today among laymen and even among many 
businessmen who should know better. It may, therefore, be appropri- 
ate to close this part of the discussion with a statement by the founder 
of the "Austrian School" of economists about whom Frank H. Knight, 
a leading American economist, said: "Carl Menger's place at the 
very top among the creators in the development of modern economic 
thought is secure,"10 . . . This statement is as follows: 


10"Principles of Economics," by Carl Menger. The Free Press, 
Glencoe, Illinois, 1950, p.10. 
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"Implicit in what has been said is an explanation of the source 
from which all the thousands of persons who are intermediaries 
in trade derive their incomes. Because they do not contribute 
directly to the physical augmentation of goods, their activity 
has often been considered unproductive. But an economic 
exchange contributes, as we have seen, to the better satisfac- 
tion of human needs and to increase of the wealth of the partici- 
pants just as effectively as a physical increase/of economic 
goods. All persons who mediate exchange are therefore -- 
provided always that the exchange operations are economic-- 
just as productive as the farmer or the manufacturer. For 

the end of economy is not the physical augmentation of goods 
but always the fullest possible satisfaction of human needs. 
Tradespeople contribute no less to the attainment of this end 
than persons who were, for a long time, and from a very 
one-sided point of view, exclusively called productive. ''11 


VALUE ADDED AND FACTORS OF PRODUCTION. -- The value 
added approach from an institutional point of view calls for a reapprais- 
al of traditional economic thinking with regard to factors of production. 
This arises from the fact that when the value added by an establishment 
or firm is distributed among all of the four factors of production now 
generally recognized by economists, consisting of land, labor, capital, 
and enterprise, there remains a substantial portion that is not accoun- 
ted for by such factor costs. This residual goes to government in the 
form of various types of taxes. Proper treatment, therefore, that 
would account for the distribution of all proceeds from production 
dictates the addition of government as a factor of production. 


Failure to consider government as a factor of production forces one 
to conclude, at least inferentially, that the share of value added that is 
paid by a business concern to government is a gratuitous payment, 
exacted from it as a toll somewhat in the manner of the old ''Robber 
Barons" and for similar ends. At best it forces the economic analyst 
to make use of the questionable distinction between factor costs and 
nonfactor costs or charges. Such treatment not only unduly complicates 
the analysis, but is confusing, calls for arbitrary decisions, and is 
generally unsatisfactory. Some of these shortcomings are illustrated 
by the treatment in connection with the national income analyses. 12 


p. 190. 


12"National Income, " 1951 Edition (A Supplement to the Survey of Cur- 
rent Business), Office of Business Economics, Bureau of Foreign and 


Domestic Commerce, United States Department of Commerce, page 26. 
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Here the charges against the value of business product are classified 
as "factor-cost and nonfactor-cost charges."' Some taxes, like those 
under Social Security and related programs are treated as factor- 
cost charges and are perhaps properly included in the compensation 
of employees as part of labor cost. Corporate profits taxes are 
treated as part of factor costs, while indirect business taxes are 
considered nonfactor charges, the principal reason for the difference 
in treatment being the "belief" that the former taxes are not shifted 
and that the latter types of taxes are "generally" shifted forward. 


To be sure, there is nothing of the iconoclastic in the suggestion 
for a reappraisal of economic thinking on the subject and for the 
addition of government as a factor of production. Up to about the 
beginning of this century only three factors of production were 
commonly considered and even in some more recent treatments the 
analysis is still confined to the "familiar trinity of land, labor and 
capital."13 Since then a fourth factor, that of enterprise or 
entrepreneural management and risk-taking, has been added, so that 
there are now what are commonly considered four orthodox factors 
of production -- land, labor, capital, and enterprise. Study of 
critical economic literature reveals attempts from time to time to 
add to the factors of production and seriously to question whether the 
"conventional quadripartite"’ scheme is satisfactory either for pur- 
poses of value theory analysis or for more practical ends. 14 


It is submitted that traditional economic treatment of factors of 
production is too narrow, for it seems to limit them to inherent parts 
or elements of the productive process for which direct costs are 
incurred and which add exchange value to the product. If factors of 
production are to be regarded in a somwhat more realistic fashion as 
broad classes of resources which contribute to the productive process 
and which are so indispensable that without them no production could 
be carried on, then government, indeed, must be included as one of 
such factors. It must be conceded that no modern business could be 
conducted without the mail service and roads, the maintenance of 
internal law and order, and external defense, the various protective 
features, or the active cooperation provided by government. These 
thoughts are summed up by one of the keen students of the subject, as 
follows: 


13"Cost Behavior and Price Policy, '' National Bureau of Economic 
Research, New York, 1943, page 116. 


14See, for example, "Economic Thought and Language," by L. M. 
Fraser. Adam and Charles Black, London, 1947, pages 198-218. 
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"it is necessary to remember that the operation of 
business enterprises is impossible without the 
active co-operation of government. ". 
"These services" (referring to the services oi 
government designed to aid business) 'become 
incorporated in the product of the enterprise 

just as do the services of capital, land, labor 
management, and the entrepreneur himself and 
are equally indispensable in the creation there- 
of." .. . "Government is just as much an 
agent of production in every enterprise as are 
capital, management, labor and the entrepreneur. "15 


After all, as one eminent economist has stated, "Factors of produc- 
tion are examined and classified not for their own sake but simply and 
solely for the light they may throw on the problems of value and distri- 
bution.""16 From this point of view government as a factor of produc- 
tion adds much to our understanding of the productive process and the 
distribution of the value added by such a process. Asa corollary, such 
treatment would tend to discard old assumptions about tax payments 
being wholly unproductive, about government being an evil -- necessary 
or otherwise, and about the natural enmity or opposition between the 
forces of business and government. Instead, it should tend to lead to 
amore constructive and rational approach to such matters and toa 
consideration of whether, as a factor of production, government is 
contributing sufficiently and effectively for the share of the value added 
which it claims and receives. 


15"Toward A Theory of Business Taxation" by Paul Studenski. 


The Journal of Political Economy, The University of Chicago 
Press, Chicago, Illinois, Volume XLVIII, October 1940, 


Number 5, pages 624, 626-627. 


16 Fraser, op.cit., page 210. 
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Discussion of 'The Concept of Value Added by Marketing . 
And Its Implications' by Professor T.N. Beckman 


Carey P. Modlin, Jr. s 


1, The Uses and Limitations of the Concept of Value Added by 
Marketing. 


The statement that ''a concept of value added by marketing... . is 
just as realistic and valid as a concept of value added in production 
(by manufacturing)"2 seems indisputable. The concept of value 
applied to either manufacturing or marketing serves two basic 
purposes: (1) it provides a means for computing a nonduplicated 
total of production (in the broad sense) in an economy during a 
specified period, and (2) it provides a measure of the contribution 
of various segments of the economy to that production, i.e., to the 
gross national product. One cannot appropriately claim much more 
for the value added concept than is implicit in those two uses. 


The proponents of the adoption of the concept of value added by 
marketing weaken their case by claiming too much for the concept they 
champion. The group who formally proposed its adoption at the 1953 
Boston Conference on Distribution stated that "the primary purpose of 
the development of a 'Value Added by Marketing' concept is to make 
available factual data that will help assess the importance and neces- 
sity of marketing activities. "3 Strictly speaking, even this statement 
of purpose overstates the capabilities of the concept. Data on value 
added by marketing would help assess the importance, as determined 
by exchange transactions in the market place, of marketing activities, 
but they cannot and do not constitute a judgment that the activities are 
‘necessary' any more than data on value added by manufacturing 
certify to the 'necessity' of the activities measured. If this were the 
only evidence that too much is being claimed for the concept of value 
added by marketing, this line of criticism of the claims of the propo- 
nents of the adoption of the concept would be pitifully weak. Rather 
than being the only evidence, however, this particular claim (i.e., 
that value added shows the 'necessity' of an activity) is a relatively 
minor overstatement in a general overselling of the concept of value 
added by marketing. 


the author is on the staff of the Office of Statistical Standards, Bureau 
of the Budget. The opinions expressed are his own and do not necessar- 
ily reflect an agency position. 


2value Added by Distribution, reprint from Twenty-fifth Annual Boston 
Conference on Distribution Report (Boston: Retail Trade Board - 
Boston Chamber of Commerce, 1953), p. 3. 


Sthid. , p. 1. (Emphasis supplied. ) 
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Perhaps the difficulty lies in the use of the word 'value'4, the word 
that apparently causes many persons to attribute to the concept of value 
added powers and properties far beyond its rather modest abilities. 
"Value added" is the name given to a concept representing, in general, 
the excess of the net sales of an establishment (or firm or industry, 
depending upon the level of aggregation assumed) over the costs and 
expenses of that establishment (or firm or industry) based upon pay- 
ments to other establishments (or firms or industries) or in some 
cases the Government. To be slightly facetious, 'Value added' has 
one outstanding advantage as the name for this concept; it is concise 
enough to fit very nicely into the space generally available for column 
headings in statistical tabulations. The apparent misunderstanding 
of the concept of value added indicated by some of the claims for it 
suggests that it is doubtful that whatever other advantages ‘value 
added' has as a label outweigh its disadvantages. 


Professor Beckman lists six reasons for applying the value added 
concept to marketing activities. 


First, the concept of value added by marketing is "the best available 
absolute measure of the importance of marketing activities, their 
essential character, and their contribution to the welfare of society." 
(P.15) Objections to this reason concern its embellishments and not 
the basic idea. To repeat an earlier comment, value added does not 
measure the 'necessity' or 'essentiality' of an activity; it measures 
the existence of that activity. Also, it seems preferable to consider 
value added a measure of the cmtribution of an activity to the gross 
national product rather than to the less objective 'welfare of society. 


Second,"it makes possible a proper comparison of the marketing 
process with the manufacturing process...." (P.15). This reason 
is perfectly sound. It is weakened, however, by the claim that 
"such a comparison would tend to clarify our thinking and to remove 
the odium from marketing which has resulted from the improper 
comparison of the two sectors in terms of so-called costs."' (PP. 15-16). 
The claim is at best debatable. The use of the concept of value added 
as the basis of comparison will not 'explain' or 'justify' the costs of 


4while the following quotation from Jevons is taken from a discussion of 
the origin of value, it loses none of its meaning when taken out of that 
context. "I have pointed out the excessive ambiguity of the word Value, 
and the apparent impossibility of using it safely." / Theory of Politi- 
cal Economy, Fourth Edition (London: Macmillan and Co., Ltd. , 1931), 
p. 162. 7 
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marketing» as Professor Beckman seems to imply when he suggests 
that it will remove the odium from marketing which has resulted from 
the improper comparison of the two sectors in terms of so-called costs." 


Third, it affords the possibility "for appropriate comparisons of 
different parts that compose the marketing structure."" (P.16). There is 
no dispute with this reason. In this use value added by marketing would, 
as Professor Beckman points out earlier in the paper, serve approxi- 
mately the same function as the familiar concept 'gross margin on sales’. 
For this purpose the concept of value added by marketing has few, if 
any, advantages over’ gross margin on sales. 


The first three reasons confine themselves pretty much to claims 
within the capabilities of the concept of value added. 


Fourth, "quantitative data on value added by marketing shou] d 
furnish the basis for a more positive approach to marketing, for they 
would show what values are received for the costs and expenses 
incurred. Only by means of such a relationship or ratio can costs 
really be viewed constructively, in their true perspective, and their 
magnitude properly assessed." (P.16). This claim is all the more 
puzzling because of a statement made a few pages earlier in the 
paper, viz., "for certain purposes, ...for use as a base in expressing 
percentage of cost components, net sales are [sic] An essentia] 
concept that must not be replaced." (PP. 12-13). The two statements 
result in a stand-off; they cancel out one another. 


Even without this conflict with the earlier statement, the fourth 
reason for applying the value added concept to marketing is not 
acceptable. The primary claim of the fourth reason (which differs from 
the first three in implying a usefulness of the concept at the level of 
the establishment or the firm as well as at the industry level) is that 
"quantitative data on value added by marketing..... would show what 
values are received for the costs and expenses incurred." (P. 16). 

What does this mean? 'Values' is not defined. If 'values' means anything 
other than 'value added', quantitative data on value added will not 

measure them and consequently could not "show what values are 

received for the costs and expenses incurred. " 


'Values' in this context must therefore mean 'value added', and the 
statement quoted becomes a definitional identity. Definitional identities 
are not necessarily useless as analytical tools, but the merits of this 
one are not obvious. If the use intended for the concept in this case is 
that of providing a measure of output to be related to specific costs and 


Nor will it explain or justify the costs of manufacturing. 
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expenses so as to determine whether they are 'covered' by the product 


r 
or service received for them, the aggregate 'value added' will in most r 
cases be much too broad. More refined concepts and techniques are s 
needed for this purpose. If the use intended for the concept is that of d 
providing a measure of total output to be related to total costs and i « 
expenses so as to determine whether they are 'covered', a statement [ « 
comparing value added and total costs and expenses is inadequate, | ¢ 
since by definition value added would not 'cover' those costs and | hi 
expenses based on payments to other firms. The value added approach | ec 
makes a distinction between costs and expenses based on payments to oN 
other firms (or, for some items, on payments to the government) and I ie 


costs and expenses based on payments to employees (including owners) 
or on assumed reductions in fixed asset accounts (e.g., for depreciation). | 


That distinction is necessary when the object is to avoid double-counting if 
when data covering the activities of more than one establishment (or firm m 
or industry) are aggregated. It is of no significance per se as an ana- as 
lytical tool for the entrepreneur, and, as the following discussion suggests, 4, 
can lead to dire consequences for the firm if attempts are made to use it. fr 
Professor Beckman expresses the hope that the concept of value » (0 
added "might result in many instances in a reorientation of the mi 
marketing entrepreneur, from an all-absorbing cost consciousness th 
to a constructive inquisitiveness into ways and means of adding | bp 
value to their products." (P.16). The more one analyses this of 
"benefit' of the adoption of the concept of value added, the more i to 
puzzling and contradictory it becomes. Presumably, 'value added! 
would be increased as the result of the entrepreneurs' adding , an 
'value' to their products. Yet if, for example, a retailer adds co 
'value' to a suit by making alterations on it free of charge rather fir 
than at an additional charge, the technical 'value added' on the tie 
suit (or the ratio of value added to sales on a quantity of suits) = 
will be decreased. It will be decreased more if he purchases the ot! 
alteration services from another firm than if tailors on his payroll in 
make the alterations, but it will be decreased in either case. Does Th 
this mean that the marketing entrepreneur should strive to reduce the be 
‘value added' by his activities? Nothing in Professor Beckman's to 
paper suggests that conclusion, and it is highly unlikely that such a p of 
conclusion was intended. Nevertheless, if 'value' means anything other [= 
than 'value added' in this context, no other conclusion is possible. tp 
While 'value' is not defined in this context, it must mean 'value | to: 
added' if, as Professor Beckman seems to intend, the results of the ~~ 
entrepreneurs’ activities in ''adding value to their products" are to be the 
reflected as an increase in the technical 'value added' by the entre- ban 
preneurs' adding 'value' to their products. Yet if, for example, a oa 
Wi 
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retailer adds 'value' to a suit by making alterations on it free of charge 
rather than at an additional charge, the technical 'value added' on the 
suit (or the ratio of value added to sales on a quantity of suits) will be 
decreased. It will be decreased more if he purchases the alteration 
services from another firm than if tailors on his payroll make the 
alterations, but it will be decreased in either case. Does this mean that 
the marketing entrepreneur should strive to reduce the 'value added' by 
his activities? Nothing in Professor Beckman's paper suggests that 
conclusion, and it is highly unlikely that such a conclusion,was intended. 
Nevertheless, if 'value' means anything other than 'value added' in this 
context, no other conclusion is possible. 


While 'value' is not defined in this context, it must mean 'value added' 
if, as Professor Beckman seems to intend, the results of the entrepre- 
neurs' activities in ''adding value to their products" are to be reflected 
as an increase in the technical 'value added' by the entrepreneurs' 
activities. Since value added is a residual calculated by subtracting 
from net sales all costs and expenses based on payments to other firms 
(or in some cases to the government), the goal suggested for the tin 
marketing entrepreneur presumably is that he should try to increase 
that residual for his firm. One need only trace through the various 
ways of increasing value added to appreciate the serious limitations 
of a policy of increasing value added and to recognize the real threat 
to the very life of the firm of sucha policy. To take the most obvious 
case, value added can be increased by producing within the firm goods 
and services now purchased from other firms, i.e., by eliminating all 
costs and expenses based on payments to other firms. The cost to the 
firm of producing these goods and services is irrelevant in the computa- 
tion of value added. Even though the firm could produce those goods 
and services only at twice the cost at which it could purchase them from 
other firms, value added would be increased by the full amount of the 
reductions in costs and expenses based on payments to other firms. 

This conclusion follows automatically from the definition of value added, 
i.e., the excess of net sales over costs and expenses based on payments 
to other firms. The artificiality and uselessness (except incidentally) 

of the concept of value added when applied as an analytical tool in the 
management of the firm soon becomes apparent. 6 These characteristics 


6There is little risk in forecasting that the entrepreneurs who continue 
to survive the tests of a competitive economy will not shift from 
purchasing goods and services from other firms to producing them in 
their own firms unless there is a net cost advantage (or some equally 
compelling other advantage) in doing so, no matter how much the shift 
might increase the value added of their activities. These entrepreneurs 
will be guided by the old reliable profit policy and will be inclined to let 
value added fall where it will. 
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become apparent with equal clarity if one concentrates on ways of 
obtaining increases in net sales, rather than decreases in costs and 
expenses based on payments to other firms, as a means of increasing 
value added. 


The more closely one examines this fourth reason, the more 
unacceptable it becomes. The case for adopting the concept of value 
added by marketing would be far more defensible if this reason had 
never been offered. 


Fifth, "consistent use of quantitative data on value added by market- 
ing should naturally lead to improved public relations." (P. 16). 
Professor Beckman goes on to suggest that "the use of quantitative data 
from authoritative sources on the value added by marketing process 
would go far in clearing up the role played by distributors in our 
economy." (P.17). If this means that there is something about the 
words ‘value added' that give them more public relations appeal than 
some other words, the case might be plausible, depending upon what 
the other words are. But if this fifth reason implies that value added 
explains, rather than merely measures, the role played by distributors 
in our economy, a strong dissent is in order. A measurement of value 
added does not "stress the positive values derived from marketing. " 
It would appear that a more direct approach, e.g., explanation of the 
functions pérformed in our economy by distributors, would be more 
palatable than magic words to persons with at least a partially open 
mind on the subject. And if the persons who lack an understanding 
of the functions performed by distributors are irrational persons 
with closed minds on the subject, nothing will help. 


Sixth, "use of the value added concept in the marketing area would 


tend to clarify and give more meaning to the concepts of productivity and | 


of efficiency as applied to that area.'' (P.17). Nothing in the paper 
suggests how the value added concept would perform this service. 
Instead, there is only an assertion that value added would be more 
appropriate than net sales or marketing costs in measuring productivity 
and efficiency. The problems involved in measuring productivity and 
efficiency in an area such as marketing are, to say the least, formi- 
dable. 7 Merely stating that one concept is better than another 
concept for these measurements does not resolve those problems, 
especially since the 'appropriateness' of concepts varies considerably 
with the nature of the specific activity or input factor whose produc- 


7Some of these problems are discussed, though no attempt is made 
to resolve them, in the report of the American Marketing Association's 
Committee on Cost Determination, "An Outline of Distribution Costs," 
Journal of Marketing, Vol. XVI (1951-2), pp. 51-55. 
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| tivity or efficiency is to be measured. For example, in some areas of 

| distribution, (e.g., transportation, warehousing, some types of 

| servicing, some accounting operations) productivity and efficiency can 

' be measured in 'physical' terms and the operations 'costed' with 
sufficient accuracy that neither net sales nor value added offer any 

better measures. In other areas of distribution the outputs (i.e., 

'production') are so intangible as virtually to defy measurement. The 
problems of measuring productivity and efficiency in this area are not or 

| resolved when value added is offered as the concept to be used for that 
measurement but with no explanation as to why or how it would serve 

| that purpose. 


| 2. The Value Added Theory 


As an illustration of a purpose other than that of direct measurement 
of the contribution of a sector of an economy to the gross national product 
of that economy, Professor Beckman offers the ''value added theory". 

The essence of the value added theory is, to quote Professor Beckman, 
that "an industry which has a high ratio of value added to value of 
shipments creates more value in the process of manufacture than one 

with a lower ratio. Such an industry would then be expected to earn 

more per dollar of sales or per dollar of assets than the industry with 

the lower ratio.'' The theory is said to apply also to individual companies 


The theory is not clearly stated. If the first of these two parts of 
the theory (i.e., an industry which has a high ratio of value added to 
value of shipments creates more value in the process of manufacture 
than one with a lower ratio) is stated rigidly, it becomes a definitional 
identity. It mus* be assumed that the industries being compared have 
the same total value of shipments; otherwise, this part of the theory 
can be disproved simply by comparing industries of different sizes. 

If, as Professor Beckman suggests in the first of three 'hypothesis' 

on which the value added theory is based, value added is value created; 
if, as we must, we assume that the value of shipment of the industries 
being compared is the same; and if we multiply the numbers correctly, 
| it follows automatically that an industry with a high ratio of value added 
to shipments creates more value (defined as value added) than an 
industry with a lower ratio. 


The second part of the theory, i.e., that an industry with a high 

ratio of value added to shipments "would thus be expected to earn more 

per dollar of sales or per dollar of assets than the industry with the 

lower ratio," is also ambiguous. Is the ratio of value added to 

' shipments (or sales) to be compared with the ratio of net income to 
sales or net income to assets? A comparison of these profit ratios 
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based upon 1947 and 1950 Statistics of Income, Part 2 data for manu- 
facturing corporations (classified into 2-digit Standard Industrial 
Classification industries) indicated that the correlation between 

ratios of net income to sales and net income to assets was not so close 
that the theory can be ambiguous about which of them to use in the 
comparison with the ratio of value added to shipments. 


On what is the value added theory based? The first 'hypothesis, ' 
which was noted above, is a definitional identity. The second 'hypothesis' 


] 

( 

j 

is a statement of need, viz., "for comparative purposes there is need for” {f 
a relative measure of this contribution /“i.e., the absolute contribution ' t 
of a sector of an economy to the entire economy 7, or a value added c 
ratio, which was deemed to be best expressed in the nature of a relation- a 
ship of value added to value of shipments." The third 'hypothesis' is a E 
statement of the value added theory. The only explicit assumption made r 
was "that we are to continue to function in an economic system of f 
workable competition and within the general legal and other context or 
framework commonly associated with a system like the unabused pro- 
tection afforded by patents and copyrights." The theoretical foundation 
for the value added theory is not substantial. 


However, for the sake of discussion let us accept that theoretical 
foundation and also assume that the value added theory postulates a 
direct correlation between the ratio of value added to shipments 
(or sales) and the ratio of net income to assets (rather than the ratio 
of net income to sales). These were the ratios Professor Beckman 
compared in a study prepared in support of a statement presented 


wt © 


before the Senate Finance Committee. The study compared these *) 
ratios for 1947 for 48 4-digit industries within two 2-digit SIC . G 
industry classifications and apparently found the correlation postu- fe 


lated by the value added theory. On the other hand, a comparison, 
also for 1947, of these ratios at the 2-digit level of classification { 
for the 15 manufacturing industries for which data could be pieced 

together from Internal Revenue Service (corporation data) and Census | 

of Manufactures (establishment data) publications does not support the r pi 
value added theory. Comparisons of these ratios, based upon 1947 f 
IRS data, for retail trade corporations classified into 2-digit indus- 

tries also offer no support for the value added theory. | 


These data have too many limitations and cover too short a period 
to be absolutely conclusive, but the results they showed were sufficient- 
ly scattered and sufficiently without the pattern propounded by the value | th 
added theory to cast considerable doubt upon the theory, except possibly | 
for relatively narrow ranges of relatively like industries The case 
made for the value added theory is not convincing on either theoretical 
or factual grounds. 
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3. Other points 


On page 4 Professor Beckman comments: "... theoretically, the treat- 
ment of value added by manufactures is functional in character, inasmuch 


as it is presumed to measure the contribution made by the process or 
processes of manufacture as contrasted with the process or processes 
of marketing. That is certainly the avowed purpose repeatedly stated 
in the appropriate Bureau of the Census publications." Then the 
paper goes on to explain that the activities of establishments (i.e. , 
plants or stores) are measured by Census. It is not completely fair 
to Census to say that Census does not acknowledge this fact. Some 

of the Annual Survey publications of Census may not be as explicit 

as they should be on this subject, but the basic quinquennial Census 
publications leave no doubt that the establishment is the unit being 
measured and that the economic activities of establishments are 
frequently diverse. 


The paper concludes with a section on "Value Added and Factors 
of Production" which is, in brief, a plea to add government to the list 
of factors of production. The opening sentence of this section states 
that ''the value added approach from an institutional point of view calls 
for a reappraisal of traditional economic thinking with regard to 
factors of production." (P.22) The peculiar features of the value 
added approach that prompt this reappraisal are not explained; nor 
does the paper explain how government as a factor of production is 
to be reconciled with the traditional classification of those factors. 
Government is analogous to an 'industry' in that it employs factors of 
production in performing the many and varied services it renders. 
Government is not a factor of production any more than, say, manu- 
facturing, mining agriculture or wholesale trade are. 


The concluding sentence of the section on factors of production 
suggests that the inclusion of government as a factor of production 
should tend to lead ''to a consideration of whether, as a factor of 
production, government is contributing sufficiently and effectively 
for the share of value added it claims and receives." (P.24) How? 
Is the comparison of contribution and claim to be made at the level 
of the individual firm (or person) or for the nation as an aggregate? 
If it is the former, how does one take into account the fact that the 
major claims (i.e. , income taxes) are based primarily on ability to 
pay and not on services received and that only a relatively few of 


_ those services are directly related to the production of goods and 


services by the firm? How does one measure the value of services 
received by a firm or an individual from his government or the 
marginal productivity to a firm of $1 paid to the government as 


sis' | 
for 
on 
on- | 
a 
ae Ww 
ent- 
lue 
sibly 


110 FRONTIERS IN MARKETING THOUGHT 


| 


income taxes? If comparison at the national level is intended, the value 
added approach would put us generations behind the more effective 
analysis of government expenditures that culminates in Congressional 
scrutiny of Executive Branch requests for funds. This section of the 
paper might best have been omitted, too, especially since it is not 
relevant to a discussion of the concept of value added by marketing. f 


Professor Beckman spends several pages (pp. 17-22) discussing the 
functions performed by marketing. While there may be a few minor i 
points in this section which one might question, there is no reason to 
question the two major points Professor Beckman makes in this section: | 
(1) that marketing performs several vital functions in our economic 
system, and (2) that there is considerable misunderstanding of the i 
role played by marketing in our economy. One can properly question 
the title chosen for this section, however; viz., 'Value Added Emphasizes} 
Productive Character of Marketing."' To repeat the basic theme of these | 
comments, value added does not emphasize or explain; it is a direct, 
nonduplicative measure of the contribution of one sector of an economy, 
nothing more. The case for the adoption of the concept of value added 
has not been strengthened by the excessive claims made for it. 


| 
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ON MEASURING VALUE ADDED BY MARKETING 


David D. Monieson 
Queen's University 


The Institutional Approach. At present, the most practical method 
for measuring value added by marketing is via the determination of the 
dollar amount of value which is added to the products that are handled 
by the various Census classes of wholesale and retail establishments. 
This institutional approach is the most practical for two reasons; first, 
because the measurable data can be more easily obtained of this basis, 
and second, because the results so derived would be comparable to the 
Census computations of 'value-added by manufactures". 


Obviously, a measure of value added by marketing establishments 
is less comprehensive than a measure of value added by marketing 
activities or functions. A functional approach to the measurement of 
value added by marketing would, however, involve the task of 
identifying and measuring all those marketing activities engaged in 
not only by wholesalers and retailers, but also by manufacturers, 
farmers, miners, fishermen, and forestrymen. In addition, it would 
be necessary to deduct the value added by any manufacturing activities 
which the wholesaler or retailer perform. The extreme difficulty of 
attempting to determine value added by marketing activities will be 
more fully discussed at a later point in this paper. 


Definition of Value Added. The U.S. Bureau of the Census 
defines value added by manufacture as the value of shipments of an 
establishment, f.o.b. plant, less the cost of materials, supplies, 
containers, fuel, purchased electric energy, and contract work. | 
For consistency's sake, also for purposes of comparison, value 
added by marketing should be embraced by the same definition. In 
effect, then, value added by marketing establishments would be 
the dollar value of their sales, f.o.b. plant, less cost of goods 
sold, supplies, containers, fuel, and purchased electric energy. 


Care should be taken to include only that revenue derived from the 
sales of the goods which the establishment handles, and, essentially, 


‘only those costs derived from the sales of the goods in question. By 


this it is meant that the analyst should readily distinguish between the 
operating income of the establishment and its financial income. 
Financial income would include the total proceeds from the investing, 


1U.S. Department of Commerce, Bureau of Census, 1947 Census of 
Manufactures, Volume II, "Statistics by Industry", p. 18. 
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leasing, and some selling activities of the business concern. Financial 
income would equal the sum of the total returns from investments 
including not only dividends and interest, but principal as well; the 
total value of returned property out on lease including the rents and 
royalties; and the total proceeds of capital assets. Operating incame, 
on the other hand, would be equal to the total proceeds derived from 
the producing activities of the business concern. 2 Value added by 

the marketing establishment is not concerned with financial income; 
therefore such income should be deducted to determine value added. 
We should make sure that income from investment and leases, from 
stocks and bonds, from capital gains, and from royalties, are deducted 
from gross income in order to arrive at actual revenue from goods 
sold. Ina like manner, returns and allowances should be deducted 
from gross sales to yield a net sales figure. 


Value added by a marketing establishment, then , is the current : 
dollar value figure derived by the subtraction from net sales, the | fu 
cost of goods sold plus the cost of supplies, packing containers, fuel, 
and purchased electricity. (The cost of packaging may well be : 
allocated as a selling or advertising expense). The above calcula- 
tions would yield value added by marketing on the same conceptual : 


level as what is presently known as value added by manufacture. mi 
in 

The Required Data. From the above discussion, it can be noted thi 

that the value added by a given marketing institution can be measured wh 
roughly by its gross margin. Obviously, however, the gross margin in 
will be greater than the firm's value added by the amount incurred alt 
through the purchase of supplies, containers, fuel,and electricity. st 
The costs for such "overhead" items, however, do not loom too great sa 
a per cent of the gross margin of establishments involved in the tic 
marketing of goods. As a rough figure, then, the firm's gross margin | lo 


is comparable to its value added. A rough, but fairly accurate figure 
for value added by marketing establishments, using value added as e 
defined by the Bureau of the Census, would be to determine the gross 3p 
margin per cent of all wholesale and retail establishments, multiply j 


these per cent figures with the net sales volumes of the respective ‘ 
marketing establishments and then total the results. , ‘t 
The simple procedure stated above is not so easy to apply, how- Tk 
ever. Unlike the Census of Manufactures, the Census of Business 6p 
does not calculate value added for the establishments covered by it; fol 
nor does the Census of Business ask for or publish the necessary ; Dr 
gross margin data. 
Benjamin Palmer Whitaker, Gross Earnings as Bases of Taxes on | iss 
Business Concerns, Ph.D. Dissertation, Yale University, 1931, p.101. Ha: 
Re 
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There are two alternate ways of deriving a value added column for 
the trade industries. The first method has already been discussed, 
that is, subtracting from net sales the cost of goods sold plus the 
stated "overhead" items. This may be called the "analytical" method. 
The second may be designated as the "synthetic" method. Conceptually, 
at least, value added could be built up from its various components: 
purchased business services (e.g., advertising, insurance, legal 
service), depreciation of the establishment's capital assets, profits 
before corporate income and excess profits taxes, other State, local, 
and Federal taxes, interest payments, rent, wages and salaries and 
other payroll costs, etc.3 In practice, the synthesis approach 
encounters too many difficulties in the collection of the necessary data. 
For example, many items included in this approach are company type 
expenditures rather than expenditures by a specific establishment of a 
company.# Of the two alternatives, the analytical approach appears 
the most practical. The Bureau of the Census hopes to have enough 
funds available to conduct tests in a sample of cases on the measure- 
ment of value added by lines of trade in the next Census of Business. 
If the opportunity does arise, it will make use of the analytical approach.” 


Available Data. It has already been noted that the Federal Govern- 
ment publishes no gross margin or value added data for the trade 
industries. The Canadian Government, for example, issues through 
the Dominion Bureau of Statistics various Operating Results Studies 
which are carried out on a biennial basis. Twenty major trades of 
independent retail stores are covered for the even years; while the 
alternate years cover certain specified trades in the retail chain 
store field and the wholesale field. & Although the studies are ona 
sample basis, they are still very much worthwhile in their presenta- 
tion and comparison of gross margin with sales volume, geographic 


_ location, ownership, and other factors. 


3From a letter from Howard C. Grieves, Assistant Director, Bureau 
of the Census, dated July 22, 1954. 


‘hid. 
Ibid. 


8For example, the Dominion Bureau of Statistics, Ottawa, issued the 
following operating results booklets for 1951: Wholesale Trade--Food; 


» Dry Goods; Piece Goods; Footwear; Automotive Parts and Accessories; 


Drug; Hardware; Plumbing and Heating Equipment. Retail Chain 


Stores--Food; Clothing, Variety, Drug; Furniture. In 1952, the Bureau 
issued the following independent retail store results: Food; Clothing; 
Hardware; Furniture; Appliance and Radio Stores; General Stores; 
Restaurants; Fuel Dealers; Drug; Jewellery; Tobacco Stores. 
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Great Britain's first Census of Distribution was taken in 1951. 
Its planners fully realized the importance of gross py fit data by trade 
establishments. This information was therefore requested on the 
questionnaire. One writer sums up the use of this gross profit 
information in the following manner:7 


"This figure is of great value, being analogous 
to the net output in the census of production 
(though not identical, since it may include 
payments made for transport) but it has not 
so far been published as a result of a census 
in any country". 


In the United States, the Wholesale segment of the Census of Busines; 


contains operating expenses for the various classes of wholesale establish) 


ments. Using operating expenses as a base, the synthesis technique 
could be applied for the calculation of gross margin. All that would 
be required is an estimate of net operating profit of the various 
wholesale establishments. Though not impossible, the calculation 
of such estimates could be a highly tricky affair since profit data 
are of a highly volatile nature. The Retail segment of the Census 

of Business does not gather operating expense data. Other sources 
outside of the Bureau of the Census must be utilized, therefore, 

in the calculations of gross margin estimates in the retail trade. 


The only government source which publishes trade gross margin 
data on a continuous basis is the Internal Revenue Service of the 
U.S. Treasury Department, through its Statistics of Income. There 
are two limitations to the use of these data. First, the statistics are 
normally published three to four years behind the current year. 
Second, the information is not on an establishment basis, but rather, 
is based on corporation tax returns. The main feature of the 
operating results of the trade group in the Statistics of Income is 
its detailed breakdown of operating expenses. The Wholesale 
segment contains only a two-fold breakdown--commission merchants, 
and other wholesalers; while the Retail segment has about a ten- 
fold breakdown by kinds of business. Since the Statistics of Income 
does not publish comparable data for proprietorships and partnerships 
in the trade field, there is no way to convert the Internal Revenue 
data to make them comparable with the establishment base used by 
the Census. Thus, until such a time when the Statistics of Income 


7Maurice G. Kindall and A. Bradford Hill, ed., The Sources and 
Nature of the Statistics of the United States, Hector Leak, "Consensus 
of Production and Distribution", p.12, 1952: Oliver and Boyd, Edin- 
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includes the profit and loss statements of wholesale and retail proprie- 
torships and partnerships, we can make use of the given corporation 
operation statements as a reference tool only. 


Under existing circumstances, it appears that the task of gathering 
the required gross margin statistics rests in the hands of the researcher. 
; His most likely sources stem from the efforts of individual trade 
associations, university business research bureaus, and other 
; interested institutions. There may be some lack of accounting uni- 


formity amongst the gathered data, but for the most part these 
f divergences are not serious. A common criticism of using this 
method is the feeling that there is very little agreementas to accounting 
procedure in the wholesale and retail fields. However, many students 
ness of marketing claim that the retail and wholesale operating statements 
lish) are more standardized than the manufacturing statements. 8 For 
example, the concepts of cost of goods sold and gross margin are not 
so very sharply defined among manufacturers as they are among re- 
tailers and wholesalers. 


Although by no means a complete listing of trade margin and 
expense sources, an Appendix was prepared by this writer and the 
Office of Distribution of the U.S. Department of Commerce asa 
start to a comprehensive list of sources which give trade operating 
expense and gross margin data on an ever-current basis. There 
are two parts to the Appendix. The first part is a bibliography 
recitation of the expense and margin data. Each bibliographical 
source is given a number so as to enable the reader to identify the 
source when he reads the second part of the Appendix. It is, of 
course, realized that this procedure will not produce a sample 
of 100 per cent purity, since in most instances the data are ona 
business firm basis and not on an establishment basis. Again, 
there is liable to be a bias in favor of larger-sized firms since 
they are more likely to report their gross margins. 


Past Attempts At Determining Trade Gross Margins. This 


' section is limited to only those studies which were made for the 
United States economy. Space limitation will allow the mentioning 
tad of but a few of the past accomplishments in the gathering of gross 
margin data. 


Although a great many individuals, universities, and trade 
associations have been gathering trade gross margin data for many 


” 8Malcom P. McNair and Harry L. Hansen, Problems in Marketing, 


McGraw-Hill Book Co., Inc., N. Y., 1949, p. 39. " 
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years, it has really been within the past two decades that any organized 
attempt has been made to gather and record in one location the fruits of 
the efforts of the wide variety of the data collecting institutions. Simon 
Kuznets (and his staff at the National Bureau of Economic Research) was [ 
one of the first groups to construct a fairly complete listing of gross 
margins for the wholesale and retail institutions of our economy. 9 

His purpose for deriving these gross margins was not to calculate a 
cost of distribution, or a value added by distribution; rather, such 
calculations were required in order to make a transition from the cost 
of goods to distributors to the annual volume flow of distributors' sales 
to ultimate consumers. Kuznets made use of all the pertinent informa- 
tion available to him at that time (1938). He utilized the corporate data 
from the Statistics of Income; the operating expense data from the 
Census of Distribution for 1929 and 1933; sample studies of gross 
margins;!9 and gross margins of departments of department stores. 11 
In all, Kuznets had a bibliography of 84 sources from which he gathered 
his gross margin data. 12 His basic conclusion from the analysis of 
his gross margin estimates was that gross margin per cents are very 
stable, that, in spite of drastic changes in price levels and volumes 

of sales, gross margins fluctuate within a rather narrow range. He 
used these estimates to derive a commodity flow volume to the ultimate 
consumer. 


In 1941, McNair, Teele, and Mulhearn inserted between two covers 
all the operating statements of wholesalers and retailers, by kinds of 


h 
th 
m 
business, as they were able to locate. 13 They did not limit themselves Si 
to the United States. Operating statements of retail and wholesale | i. 

m 


outlets in Canada, England, Germany and other countries were 


included. Gross Margins were well emphasized throughout the Lin 
volume. There was no analysis of the accumulated data. The task th 
was merely to accumulate the data, which ran back well into the rt 
1920's, with whatever analysis being left in the hands of the reader. i 
th 
Simon Kuznets, Commodity Flow and Capital Formation, Volume I, we 
National Bureau of Economic Research, N.Y.: 1938, Part IV. 
10In particular, the F.T.C. studies, especially on chain stores, e.g.; " 
Cooperative Grocery Chains, 1932. | 
11simon Kuznets, Op. cit., p. 218-242. 
15, 
p. 214-242. 
16 
13 
Malcom P. McNair, Stanley F. Teele, and Francis G. Mulhearn, 
Distribution Costs--An International Digest, Harvard University 17 


Press, Mass: 1941. 
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In the July, 1942, issue of the Survey of Current Business, there 
appeared a study on the distributive costs of consumption commodities. 14 
The purpose of the article was to "set the various distributive costs -- 
transportation charges, wholesale margins, and retail margins -- in 
proper perspective by showing their relative magnitudes during the last 
decade". The margin estimates were actually derived as a by- 
product of the compilation of the national income in terms of final 
products or actual goods and services produced. In order to do this, 


t gross margins had to be determined and then translated into respective 
Ss wholesale and retail markups for finished commodities. Essentially, 
1- § the wholesale and retail gross margins were calculated through the 

ta — synthesis approach -- operating expenses as reported in the Whole- 


sale Censuses of 1929, 1933 and 1935, and in the last retail census 

which gave operating expenses, the 1935 Census of Retail Trade; 

plus a profit and loss allowance interpolated through the use of such 

ed | sources already mentioned in this paper.16 Two factors are to be 
noted from Fowler and Shaw's article: first, the gross margins 
covered only those trade institutions selling finished consumption 
commodities; and second, but more important, they illustrated that 
a "building-up" technique of gross margin determination is possible. 

ite 

The most recent attempt at gathering and analyzing trade margins 

has been an elaborate and painstaking job by Dr. Harold Barger of 

rs the National Bureau of Economic Research in a soon-to-be published 

manuscript entitled, "Distribution's Place inThe American Economy 

ves | Since 1869".17 Barger wished to determine the cost of distribution, 
measured as a fraction of the retail sales value of commodities. His 
methodology was first to derive gross margins for wholesalers and 
retailers, and then, to employ these data in determining what he calls 
the “gross spread". By gross spread is meant the difference between 
the value of commodities leaving the distribution system and their 
value when they entered the system. To Barger, the value added by 
the wholesaler or retailer is the respective gross margin. The sum 
of the values added of the two groups is the gross spread, after a 
weighting process takes place for the wholesale margins. In Barger's 


l4Bruce M. Fowler and William H. Shaw, "Distributive Costs of 
Consumption Commodities", Survey of Current Business, July 
1942, p. 12-17. 


vs 


p. 12. 


nid. , p. 16-17, for a complete description of sources and methods. 


Harold Barger, Distribution's Place in The American Economy Sirice 


1869, National Bureau of Economic Research, Inc., N.Y.: 
February, 1954. (In manuscript form). 


d 
n 
as | 


FRONTIERS IN MARKE TING THOUGHT 


framework of thought, this weighting is necessary because he wished to 
consider only those goods which wholesalers sold to retailers, which 
is approximately only 40 per cent of sales by wholesale establishments. 
Therefore, the wholesaler's margin had to be first properly weighted 
with the proportion of sales volume of goods handled for retailers 
before it could be added to the retailer's margin to yield the gross 
distributive spread. 


Dr. Barger collected data of realized margins from three main 
sources--census tabulations, other published information, and unpub- 
lished records of individual enterprises. The actual sources of these 
margin data were not included in the manuscript, but will be shown 
in the published product. 


The different estimates of gross margin by kind of store and each 
kind of wholesaling institution were then placed on larger scattergrams, 
and a free-hand line was drawn for each series of data. Observations 
were read from the trend line and entered into finished tables. 


Only full-service wholesaler gross margins were gathered, and 
through an involved statistical computation, Dr. Barger inserteda 
correction factor to compensate for the narrowness of his estimates 
on the wholesale level. The correction factor is one which must be 
multiplied to the given margin to compensate for the lack of gross 
margin data for limited function wholesalers and functional middlemen.18 


Barger's results on gross margins appear plausible. On the 
average, gross margins for retailers experienced an almost constant 
though very slow rise during the past fifty years. A similar trend 
is noted for wholesale margins. Of course, there were some div- 
ergences from the trend. For example, department store margins 
rose more rapidly than those of any other classification--from 22. 2 
per cent in 1889 to 35. 6 per cent in 1947. 


A final observation is that Barger did not feel that it would be 
proper to determine gross margins by synthesis. His method through- 
out was to subtract cost of goods sold from net sales. 


Other attempts at determining trade gross margins can be cited. 
For the most part, they occurred in the 1930's. The usual technique 


18The "adjusted" wholesale margin equals the observed margin times 
expenses of (A + B + C)/sales of (A + B) divided by the expense 
ratio for A. Symbol interpretation reads as follows: A for whole- 
sale merchants; B for other wholesalers with stocks, e.g., manu- 
facturers' wholesale sales branches with stocks, chain store ware- 
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was to interpolate a net operating profit figure to be added to the oper- 
ating expense data at that time for both the retail trade and wholesale 
trade censuses.19 The majority of cases interpolated the profit 

figure from a senate document entitled, "National Income, 1929-32. "20 
Since this source is now obsolete, and since the Census of Retail 

Trade has stopped gathering operating expense data, not too much 
space is devoted to these praiseworthy but old undertakings. 


What Can Be Done? There is no doubt that the researcher is 
hampered by a lack of suitable quantitative information in making any 
studies of vahe added by marketing institutions. Associations which 
are directly concerned with either the wholesale or the retail trade can 
alleviate the situation by obtaining and publishing more gross margin 
information. Better still, since the formula for the derivation of value 
added is so simple, there would not be much extra effort for these 
same groups to publish value added figures. It is admitted that such 
value added data would not be completely comparable with the Census 
of Manufactures value added figures because of the business firm 
base instead of the business establishment base; however, the infor- 
mation would be of tremendous help, especially for studies of intra- 
industry comparisons, and for comparisons amongst different trade 
groups. 


The Bureau of the Census could also be of great help. Most 
certainly the Census of Retail Trade should reinstate the operating 
expense column. For a multitude of reasons, the breakdown of 
operating expenses is extremely important to businessmen and 
students of marketing. This writer, therefore, does not recommend 


houses, cooperative wholesalers, cash-and-carry wholesalers, limited- 
function wholesalers and assemblers; C for middlemen without stocks, 
many of whom never take title, e.g., brokers, commission merchants, 
manufacturers' agents, import agents, and sales offices without 

stocks. Ibid.,p. 3-17. 


19See, for example, the following: 

J.K. Galbraith and J.D. Black, "The Quantitative Position of Mar- 
keting in the United States", Quarterly Journal of Economics, May, 1935, 
p. 394-413. 

Paul W. Stewart and J. Frederic Dewhurst, Does Distribution 
Cost Too Much? The Twentieth Century Fund, N. Y.: 1939 

N.H. Engle, "Costs and Profits in Marketing", Annals of the 


American Academy of Political and Social Science, May, 1940, 
p. 122-132. 


20N ational Income, 1929-32, Senate Document 124, 73rd Congress, 
Second Session. = 
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| 


displacing the operating expense data with gross margin information. - 
It would be difficult for the two classes of statistics to be inserted m3 
side by side because net profit figures could then be readily ascertained, | are 
and many business circles would not consent to this. However, there | not 
-is no reason why the Census of Business cannot insert a value added the 
column in addition to their operating expense column. Profit detec- | 
tion then could not be made. The basic reason for the Bureau of 
Census not taking such action is their feeling that there exists no | val 
conformity of accounting procedure in the trade industry. This writer | add 
has previously stated in this paper that he does not conform to sucha | pro 
view; rather, accounting practice is more consistent in the trade } pur 
industry than in the manufacturing industry. pe 
su 
Toward More of a Net Concept for Value Added by Marketing : fro 
Institutions. The method of measuring value added by marketing will bus 
depend on how one defines value added, i.e., those measurable factors Tht 
which the analyst inserts into his conceptual framework; and on how Sin 
the analyst delimits the scope of the study of value added by marketing. : by 
It has been the thesis of this paper that priority research should be _ 
stressed on the measurement of value added by marketing institutions. | = 
By using the institutional approach, value added by marketing 1 
institutions can be defined as the dollar value of income inserted into f 
the economy through the activities performed by the wholesaling and ,Y 
retailing establishments of the economy. The value added concept, be 
then, is an income concept. As the Department of Commerce be 
suggests, the summation of values added by all the sectors of the 


economy would be the most direct method of obtaining gross national 
product. 21 However, because the only detailed value added data 
available are for the manufacturing sector of the economy, this method : 
of approach cannot be used. 


It is not too difficult to visualize, then, that if we were to measure 
the dollar value added by marketing institutions, we would be measuring 
in effect that part of the gross national product which is contributed by 
the productive activities of the wholesaler and retailer establishments 
of the economy. It was stated above that the U.S. Department of 
Commerce does not determine GNP by industrial origin. It does deter- 
mine, however, National Income by Industrial Origin. National income 7 
is equivalent to the factor costs of producing all the goods and services Tk 
in the economy for a specific year. Normally, the national income 


figure is obtained by subtracting capital consumption allowances, and 230 
indirect taxes and non-tax liability from GNP. Basically, national 
24 
Si 
21National Income and Product of the United States, 1929-1950, li 
Department of Commerce, Washington: 1951, p. 55. 7 
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income is the total amount paid to the factors of production. Government 
is not altogether considered as a factor of production, thus most taxes 
are excluded; also, depreciation or capital consumption allowances are 
not allocated to the capital factor because this item was not derived from 
the current year's production. 


The national income economists therefore conceive of two kinds of 
value added -- gross value added, and net value added. Gross value 
added is the Census of Manufactures concept, namely, the value of 
products less the cost of materials, supplies, containers, fel, 
purchased electrical energy, and contract work. Net value added is 
the total amount of the market value of the industry's product and the 
subsidies it receives, less the sum of purchases of goods and services 
from other enterprises, indirect business tax and non-tax liability, 
business transfer payments, and capital consumption charges. 22 
Thus it is the total of net values added which equals national income. 
Since the Department of Commerce compiles national income statistics 
by industrial origin, it is quite simple to locate that part of the national 
income which is contributed by the trade industry. 23 For example, the 
net value added by marketing institutions in 1950 was 43. 3 billion dollars 
of 18 per cent of national income; in 1939, it was 12.1 billion dollars 
or 16.6 per cent of national income. 


A crucial question in measuring value added by marketing institu- 
tions is: Which concept of value added should we use, a "net" concept, 
a'gross" concept, or one which falls between the two extremes. 

Solomon Fabricant noted in 1940 the grossness of the value added concept 
as conceived by the Census of Manufactures: 24 


"Value added is not free from all duplication, 
however. It includes many items which should 
be deducted if a truly net value added is to be 
obtained. These are mainly overhead items, 
such as depreciation, taxes, rent, interest on 
short-term debt, maintenance, repairs, pur- 
chased supplies and services (light, office 
supplies, professional services, advertising. )" 


22Ibid., p. 158 


3pid., table 13, p. 158-159. 


24 
Solomon Fabricant, The Output of Manufacturing Industries, , 
1899-1938, National Bureau of Economic Research, New York: 


1940, p. 347. 


| 
ne 


122 FRONTIERS IN MARKETING THOUGHT 


Fabricant eliminated those additional items from the Census value added an 


and found that, for 1929, the net value added was 63 per cent of the ; ba 
Census or gross value added. He noted that the net value added was de 
more volatile than the gross vate added, in that it rose faster ina ad 
prosperity period and fell quicker in a recession period. Fabricant for 


also noted that for all manufacturing groups, gross value added rose in 
relation to net value added in more recent years, the conclusion being 
that there is a growing importance of the overhead items contained in 
the census value added totals. 25 


This writer feels that Fabricant is too extreme in his calculation of 
net value added. Certainly any rent and interest charges should be 
allocated to their respective production factors of land and capital. The 
very fact that there is a growing percentage divergence between his 
gross and net value added should be indicative that certain "overhead" 
items are not overhead items but rather are true measures of factor 
remuneration. Ina relatively free and capitalistic economy, greater 
value cannot be created unless the factors of production also receive 
an increasing return. The net value added concept as conceived by 
Fabricant is too narrow; and, if we are to embrace Dr. Beckman's 
feelings that governmentis a factor of production, we cannot accept 
the net value added concept of the National Income Division of the 
Department of Commerce because it excludes indirect business taxes. 
Value added by marketing institutions therefore has the alternative of 
being measured as that part of the gross national product to which it 
contributes, or that part of the net national product to which it con- 
tributes; or to put it another way, should we include or exclude 
depreciation charges (capital consumption allowances) in computing 
value added by marketing institutions ? 


It has already been stated that the Department of Commerce does 
not allocate depreciation to the capital factor because this item was 
not derived from the current year's production, and consequently 
represents values created in earlier periods. A compromise between 
Dr. Beckman's view and that of the National Income Division would 
mean that we would have to allocate indirect business taxes by indus- 
trial origin (more specifically, by the trade industry) and add the 
derived figure to the trade industry's contribution to national income. 


In other words, we would have to calculate net national product by Fac 
industrial origin in order to evolve a value added figure for marketing [| atin, 
institutions. tion 
tory 

The problem of whether to insert or exclude depreciation as part Nati 

of value added is not new. It has been discussed many times, notably Wad 


251bid., p. 349-350 
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amongst those public finance experts who have advocated a business tax 
based on value added. The concensus of opinion seems to be that 
depreciation charges should be included in the calculation of value 
added by the firm. 26 Dr. Studenski neatly sums up the argument 

for including the depreciation charge into the value added by the 


26professor Benjamin Palmer Whitaker of Union College wrote in his 
Ph.D. dissertation that depreciation, depletion, and obsolescence 
charges should be included within the firm's value added figure: 
"Among the services of a business concern, the value which is 
measured by net value product (value added) are services representing 
the using up or wear and tear on fixed capital assets. Allowance for 
these services takes the form of depreciation, depletion, and obsol- 
escence charges". Parentheses author's. -- B.P. Whitaker, 

Gross Earnings as Bases of Taxes on Business Concerns, Ph.D. Yale 
University, 1931, p.111. 


Professor Irving Fisher holds that depreciation charges should be 
deducted in measuring value added only to the extent that they are 
actually diverted from consumption expenditure into capital expendi- 
ture. Professor Fisher's principle is that savings are not income; 
expenditure is. --I. Fisher, The Nature of Capital and Income, 
Macmillan, 1927. 


Professor Canning does not agree with Fisher by stating that it 
matters not what disposition is made of the incomings representing 
or measuring depreciation. In the wearing out of the fixed assets 
a service has been rendered in production analogous to the services 
rendered by any other productive factor. --J.B. Canning, The 


Economics of Accounting, N.Y.: Ronald Press, 1929. 


Professor Peter A. Firmin of Tulane University feels that 


_ depreciation, depletion, and amortization should not be included 


as part of a firm's value added if cost of equipment is subtracted 
along with cost of raw materials; and should be part of the firm's 
value added if such were not the case. --Peter A. Firmin, The 
Michigan Business Receipts Tax, Bureau of Business Research, 
University of Michigan: 1953, p. 136. 

Professor Bronfenbrenner notes that in the calculation of a Japanese 
tax based on value added, the value added base consisted of net oper- 
ating profit, plus payroll, plus interest and rent paid, plus deprecia- 
tion charges, less additions to capital assets, less additions to inven- 
tory.-- M. Bronfenbrenner, "The Japanese Value-Added Sales Tax", 
National Tax Journal, Volume III, December 1950, p. 302. 

Wadsworth W. Mount, in computing value added by a city wholesaler 
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firm:27 


".. depreciation represents the contribution which capital 
makes to current production, and the value which it adds 
thereto. Capital itself has value only insofar as it is able 
to make this contribution. The costs of depreciation of 
capital equipment are included in the prices of produced 
goods and so constitute an element of "value added" just 
as do the wages of labor, or the rewards received by any 
other factor of production for services rendered thereto". 


A more recent proponent for the addition of depreciation charges has 
been the Statistical Office of the United Nations. They make a statement 
which nicely sums up this writer's feelings on the matter: 28 


"The contribution of an industry to gross national product 
is equal to the aggregate income paid out to the factors of 
production which contributed to the productive process plus 
the cost of capital used up." 


Value added bymarketing institutions should include not only indirect 
business taxes but also a capital consumption allowance. In other words, 
it is the "net'' concept of vahe added with the proper allocation and 
addition of business taxes and depreciation which best measures the 
trade industry's income contribution. The task then, is to determine 
gross national product by the trade industry. Essentially all that is 


in butter and eggs makes the following comment: "Deduct from gross 
cash receipts the cost of butter and eggs, outside costs of storage and 
refrigeration, cost of rent if paid to outsiders, advertising, freight 
and haulage when paid to other business units, all other taxes; and all 
costs paid to outsiders, including interest on bank borrowings for the 
period in question. What's left is 'value added'--out of which comes 
wages and salaries, dividends and interest on invested capital, busi- 
ness savings, improvements in or maintenance of the physical equip- 
ment''. -- W.W Mount, "A Re-Examination of Taxation Fundamen- 
tals", Financial Management Series, Number 67, American Manage- 
ment Association, June, 1941, p.16. Even with Mount's narrow but 
exacting view of value added, he includes depreciation allowances. 


27Paul Studenski, The Place of A "Value-Added" Tax In a War Time 
Fiscal Program, April 6, 1940, a preliminary memorandum submitted 
to the U.S. Bureau of the Budget. 


28statistical Office of the United Nations, Studies in Methods, No.1, 
"Index Numbers of Industrial production", Lake Success, New York, 
September 15, 1950, p. 52. 
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required is the proper allocation and addition of capital consumption 


allowances and indirect taxes to the trade industry segment of national 


income. 


The summation of these three fact ors would give the per cent 


of gross national product by trade, or total value added by marketing 


institutions. 


The National Income Division of the Department of Commerce 
calculates but does not publish depreciation charges by industrial origin. 
The following table is a breakdown of depreciation charges allocated to 


the trade industry: 


Table I 


Allocation of Depreciation Charges to the Trade Industry, 1948-1953 


(In Millions of Dollars) 


1948 

Corporations: 
Wholesale Trade 218 
Retail Trade 


Non-Corporations: 
Wholesale Trade 242 
Retail Trade 665 


Total 1577 


1949 


264 
558 


201 
937 


1960 


+ Preliminary estimates 
Source: National Income Division, U.S. Department 
of Commerce, from unpublished records. 


1950 


301 
615 


232 
985 


2133 


1951 


347 
688 


298 
1027 


2358 


1952+ 


390 
820 


327 
1233 


2770 


- No attempt has ever been made by the National Income Division 
toallocate indirect business taxes by industrial origin. There is, 


1953 + 


400 
840 


335 
1243 
2818 
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howe ver, one notable attempt at such a construction. This was 

| done by Jacob Mosak and the O.P.A. staff during World War II. 
Mosak gathered his business tax data from relevant Treasury, 

Census, and other publications. He made his allocation according 
to the legal payer of the tax, in the case of excess profits and 

| customs taxes; while property taxes were allocated according to 
an estimated distribution of wealth (taken in considerable part 

| from the National Resources Committee, Structure of the American 

| Economy). 29 Unfortunately, Mr Mosak's estimates only cover 
up to 1943. Similar up-to-date estimates are therefore needed. 

It can be seen from table 2 that for the trade industry, indirect 
business taxes were about 16 per cent of value added by marketing 

| institutions throughout the revival years of the 1930's. Generally, 

the per cent of GNP contributed by the trade industry (value 

' added by marketing institutions) ran about 15 per cent, although, 

| during the war years it took a noticeable dip to 13 per cent and 

| less of GNP. Dollar value added by the trade industry rose, 

' however, during this same time, with some but not all of the 
increase being due to dollar inflation. The per cent decrease 
of value added by trade establishments merely reflects the 
tremendous increase of value added by manufacturing establish- 

. ments during the same period. 


Another method which can be used to determine the per cent 
of gross national product by the trade industry is to make use of 
Professor Ruggles' input-output table for 1939. An input-output 
table is a system of combined accounts, the table's columns 
showing the input of goods, “materials and services into the 
various industries and sectors, that is) reading down on the 
table one can note the purchases from other sectors of goods 
and services required by an industry to carry on its own 
activities. Reading across the table, the rows show in detail 
the receipts of an industry from the other sectors of the economy, 
that is, the rows show where the output of the industries and 
sectors go. As Ruggles states: 30 


Jacob L. Mosak, "Forecasting Postwar Demand", Econometrica, 
Volume 13, No.1, January, 1945, p. 56. 


Richard Ruggles, An Introduction to National Income and Income 


Analysis, McGraw-Hill Book Company, Inc., N. Y.: 1949 
p. 143 
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"The input-output pattern as a whole 
shows how each industry and sector 
contributes in creating production 
and how they share in consuming 
that production. It shows what is 
used in carrying out production in 
each part of the economy and what 
happens to the output of each part of 
the economy". 


The Ruggles input-output table is not an explanation of the exact 
forms of input-output tables developed by Leontief and the Bureau of | 
Labor Statistics. Transactions in terms of accounting procedures, 
rather than technological functions, are used as the basis of the 


Ruggles input-output table. 31 This accounting approach decidedly 
facilitates the measurement of the per cent of GNP by the wholesale ‘os 
and retail trade. All that is required is to sum up the pertinent a 
items in the wholesale and retail trade input column of the table. rs 
More precisely, the items that must be added are: ve 
cen 
1. indirect taxes and non-tax liability. 
2. corporate profits tax m8 
3. social insurance tax Lec 
mal 
4. wages and salaries any 
5. net income of proprietors and rental income of on 
persons 
pure 
Hof! 
6. net interest less government interest : 
7. net dividends 
8. capital consumption allowances 
9. undistributed corporate profits a 
Bu 
Unfortunately, Ruggles devised an input-output table for only 1939. A 
However, using his 1939 table, the dollar amount of GNP by the trade rr 
industry is computed as follows: YW 
33 
3lipid, p.131 n. W. 
St 
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Item Billions of Dollars 
1. indirect taxes and non-tax 2.4 
liability 

2. corporate profits tax 0.2 
3. social insurance tax 0.4 
4. wages and salaries 8.7 
5. net income and rental income 2.9 
6. net interest 0.1 
7. net dividends 0.4 
8. capital consumption allowances 0.6 
9. undistributed corporate profits 0.6 

Total 16.3 


To evolve national income from the above, all that is required is to sub- 
tract taxes (items 1, 2, and 3), and capital consumption allowances 
(item 8). When this is done, the national income for 1939 was 12.1 
billion dollars. In effect, then, the value added by marketing institu- 
tions in 1939 was equivalent to 16.3 billion dollars; or marketing 
institutions contributed $16.3 billions of the $90.4 billions or 18 per 

cent of the gross national product in 1939. 


A method of computing the Census equivalent of value added by 
marketing establishments in the aggregate is by making use of the 
Leontief input-output table. The output of the trade sectors in the 
Leontief table is equal to the total volume of trade institution gross 
_ margins, that is, operating costs plus net revenues, and the entry in 
any one column is the amount of trade margins on all the products 
purchased by an industry. 32 The output of the trade sectors is 
therefore not defined to cover total sales; rather, the trade group 
is treated as if it were a processing sector whose services are 
| purchased. The reason for such treatment is as Messrs. Evans and 
| Hoffenberg state: 33 


"If output of the trade sectors were defined to cover 
total sales, it would mean that a great variety of 
commodities would flow into trade as inputs and then 


2Bureau of Labor Statistics, U.S. Department of Labor, Appendix 


A to Full Employment Conditions 1950, The Structure of the 
American Economy Under Full Employment Conditions, Washington, 


May 1946 (mimeograph), p. A-17. 
By. Duane Evans and Marvin Hoffenberg, The Interindustry Relations 
Study for 1947, U.S. Department of Labor, B.L.S., Washington: 


1951. p.II-3. 
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be charged out in some averaged aggregate form to 

consuming sectors. This procedure would eliminate 
the direct link between producers and users which is 
a main purpose of the tabulations, and would substi- 
tute instead a heterogeneous trading structure". 


The summation of the trade row is, in effect, the summation of the 
gross margins by the trade industry, as defined by the input-output 
table; and such a total should in theory be equal to what is considered 
as a rough equivalent of the Census value added by the trade industry. 
However, the trade sector is not consistent with the Census breakdown 
of marketing establishments. For one thing, eating and drinking 
places are not considered as part of our marketing establishment 
structure but are treated as an individual sector. At the same time, 
the trade sector contains within it gross margins of establishments 
not ordinarily considered as a part of the trade industry, for example, 
commodity sales of service establishments and "other miscellaneous 
groups, such as airport sales of aircraft parts."34 At any rate, the 
total value of the trade, and eating and drinking places rows gives an 
approximation of the Census definition equivalent of value added by 
marketing institutions: $16.8 plus $4.2 or $21 billion dollars in 1939; 
and $41.7 plus $13.3 or $55 billion dollars in 1947. 


Value Added By Marketing Activities. The most pervasive approach 


toward the measurement of value added by marketing would be first to 
identify all those marketing activities engaged in not only by all classes 
of wholesalers and retailers, but also by manufacturers, farmers, 
miners, fishermen, and forestrymen. In addition, it wouid be neces- 
sary to deduct the value added by manufacturing which the retail and 
wholesale institutions incur. 


As the committee headed by Robert J. Eggert pointed out at the 
1953 Boston Conference on Distribution, the task of measurement by 
such an approach would be extremely difficult,. because not only would 
all those business institutions performing marketing functions have to 
be located, but also, there must be identified in a more refined manner 
than now exists, all those activities which are the particular firm's 
marketing activities.35 Again, there is the problem of the allocation 


34 bid. 
35Robert J. Eggert, "Value Added by Distribution", Twenty-Fifth 
Annual Boston Conference on Distribution, Boston Chamber of: 

Commerce, Boston: October 19-20, 1953, p. 65-71. 
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of joint costs, such as the wages of management, and the costs of the 
purchasing department. Last, but just as important, would be the need 
to identify and then p’«-e a dollar value on the marketing functions 
performed by the ultimate consumer. 


The aim of any functional approach to the measurement of value 
added by marketing would be to determine that dollar value of income 
added to the economy by the performance of marketing activities regard- 
less of their origin. This would be the truest and most comprehensive 
method of measuring value added by marketing. The functional approach 
would first entail the identification of marketing functions. There is 
yet no unanimous agreement on such a listing. However, assuming 
common agreement as to the number and identification of the marketing 
functions, the next job would be to collect the dollar values for each of 
the given functions, and then to total the amounts to yield a value added 
figure. Distribution cost accounting is not yet widely accepted or 
perfected to give us the required data. 


The functional approach to the problem of value added measurement 
is similar to the determination of what is oftentimes called the cost of 
marketing in the American economy. There is no distinction, it is 
claimed, between the words "cost" and "value added". _ In this instance, 
itis agreed that the dollar amounts for the two figures are necessarily 
the same, in a bookkeeping sense. The functional approach to value 
added yields a figure equal to the social cost of marketing. A one-to- 
one ratio will always exist because we cannot measure implicit values. 
However, the views are different--value added is essentially an 
income concept: that part of the nation's income which is derived 
through the performance of marketing activities. Nobody worries over 
an increase of gross national product, but many people do fret when 
the cost of marketing increases. An increase in value added by 
marketing is not looked upon with alarm, nor is it viewed with fear 


that a greater degree of marketing inefficiency exists. Total doilar 


' amounts mean nothing by themselves. More meaningful would be the 


calculation of a ratio of value added by marketing to the total amount 


_ of wholesale sales and retail sales; and the comparison of this figure 
| with the ratio results of previous years. 


A calculation of value added on the functional level would be most 
difficult to handle. The best that can be accomplished at the moment is 


SRobert J. Eggert, "Value Added by Distribution", Twenty-Fifth 
Annual Boston Conference on Distribution, Boston Chamber of 
Commerce, Boston: October 19-20, 1953, p. 65-71. 
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to obtain only a rough approximation of value added by marketing activi- 
ties. This roughness is exemplified in the differences of opinion by the 
experts in this area as to the amount spent on marketing activities in 

a given year. 


Not many estimates of value added have been made on a strictly 
functional approach. None that this writer knows of by a purely 
functional technique (that is, the addition of the values added by, say, 
the eight basic marketing functions). Just about all estimates of 
value added by marketing activities have the hybrid functional approach, 
i.e., the estimators calculate not only the value added by trade, but 
also the cost of marketing by other business segments in our economy, 
such as the manufacturing, agriculture, mining, and transportation 
industries. Perhaps the most recent and noteworthy attempt along 
these lines has been Professor Paul D. Converse's estimates of the 
cost of producing and marketing goods. Professor Converse has been 
preparing these estimates since 1938, his latest being for his 1952 
edition of The Elements of Marketing.37 Essentially, he tries to 
determine the value added by the functions of marketing by going to the 
institutions which perform any cf the marketing function: In other 
words, he does not attempt to accumulate the total value azu:ded by the 
buying function, the selling function, the storage function, the trans- 
portation function, etc. The result is that Professor Converse is 
forced to make broad estimates of the dollar value added of each of the 
industry segments of the economy. In addition, he assumes that there 
is no value added through manufacturing by the wholesaling and retailing 
industries. Still-in-all, Professor Converse's attempt is most praise- 
worthy. His table for the year 1948 yields a value added by marketing 
activities of 89.8 billion dollars, or 48.1% of the total value added by 
the goods-producing institutions of the economy. 


All one need do is read the accompanying footnotes to Converse's 
table to realize that even the author well recognizes the large gaps of 
required data. Many of his estimates are premised solely upon his 
acute knowledge of the marketing structure of the economy. Such is 
necessarily the case, since there is very little authoritative data to 
work with. 


36.this point is adequately discussed in Marketing in the American 
Economy, by Roland S. Vaile, E.T. Grether, and Reavis Cox, 


the Ronald Press Company, N.Y.: 1952, p. 638-641. 


37paul D. Converse, Harvey W. Huegy, and Robert V. Mitchell, The 
Elements of Marketing, Prentice Hall, N.Y.: 1952. 
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Summary. The most practical and useful measurement of value 
added in the area of marketing is that which is limited in scope to 
marketing establishments, and that which is derived by the same 
formula for calculating value added as employed by the Census of 
Manufactures. On the other hand, the most accurate measurement of 
value added by the trade industry would be to determine the amount 
of income received by the factors of production. Government here 

is considered a factor of production, and depreciation charges are 
considered an allocable item to the capital factor. In other words, 

a true measure of value added by marketing institutions would be the 
determination of that part of the gross national product to which the 
trade industry contributes. At present, it is not too practical to 
measure value added by marketing activities or functions. 


APPENDIX 


Bibliography of Ever-Current Sources 


of Expense and Margin Data 


Accounting Corporation of America, 1929 First Avenue, San Diego, 
California, Barometer of Small Business 


American Booksellers' Asscciation, 452 Fifth Avenue, New York 18, 


New York, Cost Ratio Survey 


American National Retail Jewelers' Association, 551 Fifth Avenue, 


New York 17, New York, Operating Costs and Methods 


Central Supply Association, 221 North LaSalle Street, Chicago l, 
Illinois, Quarterly Report of Operating Cost 


Controllers' Congress, National Retail Dry Goods Association, 100 
West 31st Street, New York, New York, Merchandising and 


Operating Results 
6. Drug Trade News, "Annual Financial Survey," normally in July issue 


7. Dun & Bradstreet, Inc., 99 Church Street, New York 8, New York, 
Cost of Doing Business Studies : 
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National Retail Farm Equipment Association, 1014 Locust Street, 


St. Louis, Missouri, Cost of Doing Business in the Farm 
Equipment Industry 


National Retail Furniture Association, 666 Lake Shore Drive, 
Chicago ll, Illinois, Furniture Store Operating Siatistics 


National Retail Hardware Association, 333 North Pennsylvania 
Street, Indianapolis 4, Indiana, Retail Hardware Survey 


National Stationery and Office Equipment Association, Washington, 


Operating Results 


National Wholesale Druggists' Association, Facts on Operations 


for Service Wholesale Druggists 


Northwestern Lumberman's Association, 1013 Fourth Avenue, 
South, Minneapolis, Minnesota, Northwestern Lumberman's 


Cost of Doing Business Survey 


Ohio Association of Retail Lumber Dealers, Xenia, Ohio, 


Survey of Operating Profits 


Ohio Hardware Association, 198 South High Street, Columbus 15, 
Ohio, Ohio Hardware Survey 


Retail Paint and Wallpaper Distributors of America, Inc., 
4903 Delmar Boulevard, St. Louis 8, Missouri, in Newsletter 
of RP&WDA, Inc., "Business Survey for Retail Paint and 
Wallpaper Dealer-Distributors". 


Robert Morris & Associates, 1417 Sansom Street, Philadelphia 2, 
Pennsylvania, Highlights of the Wholesale Grocery Trade 


Robert Morris & Associates, 1417 Sansom Street, Philadelphia 2, 
Pennsylvania, Statement Studies 


Super Market Institute, The Super Market Institute Speaks 


Super Market Merchandising, Industry Surveys of 19-- Record 


United States Dept. of Commerce, Office of Distribution, Washington 


25, D.C., Capital Requirements Worksheets, Bulletins Numbered 
7, 8 10, 11, 13, 14, 16, 17, 25, 28, 32 and 44 
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Dun & Bradstreet, Inc., 99 Church Street, New York 8, New York, 
Operating Ratios for 29 Lines of Retail Trade 


Dun & Bradstreet, Inc., 99 Church Street, New York 8, New York, 
Pattern Statements 


Dun & Bradstreet, Inc., 99 Church Street, New York 8; New York, 
Roy A. Foulke, Fourteen Important Ratios 


Eli Lilly and Company, Indianapolis, Indiana, The Lilly Digest 


Fueloil and Oil Heat, 232 Madison Avenue, New York, New York, 
Operating Yearbook 


Harvard University, Division of Research, Boston, Massachusetts, 
Research Bulletin 


Kentucky Retail Lumber Dealers' Association, Lebanon, Kentucky, 
Kentucky Retail Lumber Dealers' Business Survey 


McGraw-Hill Publishing Company, Annual Survey of Industrial 


Distribution Operations, "Industrial Distribution 


Motor and Equipment Manufacturers' Association, in Jobber Topics, 
"Financial Statement of 410 Auto Jobbers' (Normally in August 
issue) 


Motor and Equipment Wholesalers' Association, 309 West Jackson 
Boulevard, Chicago 6, Illinois, Cost of Doing Business in the 


Automotive Whole saling Industry 


National Appliance and Radio-TV Dealers' Association, Merchandise 
Mart, Chicago 54, Illinois, National Appliance and Radio-TV 


Dealers' Cost of Doing Business Survey 


National Association of Retail Clothiers and Furnishers, in Men's 


Wear Magazine, "Operating Expenses for Men's Wear Stores, ? 


(Normally found -in July issue) 


National Automobile Dealers' Association, 1026 17th Street, N.W., 
Washington 6, D.C., Operating Averages 


National Jewelry Association, 545 Fifth Avenue, New York 17, New 
York, Sales and Operating Statistics 
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United States Treasury Department, Washington 25, D.C., 
Partnership Returns of Income for 1947 (1947 figures last year 
available) 


United States Wholesale Grocer's Association, Inc., 1511 K. 
Street, N.W., Washington 5, D.C., Survey of Wholesale 
Grocers' Profit and Luss Figures 


University of Colorado, Boulder, Colorado, Mountain States Lumber 


Dealers' Cost of Doing Business Survey 


University of Tennessee, College of Business Administration, 
Bureau of Business Research, Knoxville, Tennessee, Tennessee 


Building Material Dealers' Cost of Doing Business Survey 
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Discussion of Value Added by Marketing 
Donald R.G. Cowan 


Professors Beckman and Monieson have carefully prepared two very 
thought-provoking papers, for which all who are concerned with the grow- 
ing importance and understanding of distribution should be very grateful. 


Professor Beckman has brought into clear focus the productive 
aspects of marketing in the creation of time, place and possession utilities 
For measuring marketing's productive contribution to the economy, he 
rejects the use of marketing costs for two reasons: (1) the deplorable 
tendency to regard these costs as more wasteful than those incurred in 
changing materials into more useful forms; (2) the inaccuracy of these 
costs as yardsticks of the true value added by marketing. This true 
additional value may exceed, equal or be less than marketing costs 
within a stated time, and justifiably so because it is the gross margin 
or spread which the economy allows in each marketing activity and ina 
limited period for the creation of various utilities. Only from the very 
long run and static point of view, normal gross profits and normal costs 
of marketing may coincide. 


Professor Beckman favors the inclusion of the contribution of certain 
government activities in value-added because government aids in the 
creation of marketing utilities in various ways. Some allowance for tax 
payments to defray the expenses of these governmental activities are 
justifiable inclusions in value-added. It is not difficult to accept this 
view at least in so far as government aids marketing though information, 
regulation, and other services. Other phases of government activity, 
of course, take place for various purposes, such as waging war, 
protecting foreign trade, widening spheres of influence abroad, maintain- 
ing order and enforcing law at home, and soon. What part of the large 
tax payments for these purposes should be credited to value added by 
marketing (i.e. to marketing gross profits) appears to be a difficult 
problem for which there may be only a very arbitrary solution. 


At any rate, Professor Beckman affirms that the gross profits or the 
spreads between the sales values and the costs of goods sold, not only 
for all middlemen but also for the marketing phases of manufacturing 
companies, would provide the basis for estimating the value added by 
marketing in the national economy. He would express this value in 
ratios--presumably as a ratio to total final value of goods and services 
sold, and as ratios in*individual segments of the economy, and at each 
stage in the flow of goods to market. He outlines very convincingly the 
numerous benefits to be gained by marketing from the use of value-added 
measurements. 
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Professor Monieson defines value-added by marketing establishment 
as "the dollar value of their sales f.o.b. plant, less cost of goods sold, 
supplies, containers, fuel, and purchased electric energy.'' He might 
not eliminate packaging expense, but he would eliminate non-marketing 
income of all kinds. The marketing institution's gross margin as a 
per cent is a rough but fairly accurate measure of value added by 
marketing establishments of different kinds. Marketing's contribution 
to the economy would be these gross margin per cents weighted by the 
respective volumes, and its share would be the percentage representing 
this aggregate in the national income. This simple procedure, which 
Professor Monieson calls the analytical method, is prevented from being 
applied because of lack of data relating to the spread for marketing 
institutions. These data are available in both Canada and Great Britain, 
but are not provided by United States Census of Business. He rejects, 
as too difficult, an alternative ''synthetic'' method, whereby value-added 
might be built up from various component expenses and profits. 


We are also much indebted to Professor Monieson for describing 
various makeshift methods which have been, or might be, tried in 
making approximate estimates of value added by marketing. In effect, 


they are combinations of the analytical and synthetic methods. Professor} 


Monieson Points out the advantages and difficulties of each approach. 
Among these makeshifts, he makes no decisive choice, but wistfully 
reiterates that the best method is essentially that used by the U.S. 
Bureau of the Census for calculating value-added by manufacturing. 
Presumably, we must wait for an even more beneficent government to 
provide us with the necessary data. 


At the risk of having to duck a pitched book or two, and the old 
adage "fools walk in where angels fear to tread," I shall offer some 
comments. They may not have merit, but at least they are thoughts 
which have been stimulated by the reading of these interesting papers. 


One wonders why Professor Monieson does not consider the simple 
deduction from national income of the value added by manufacturing, 
mining, etc. further deductions for other non-marketing elements much 


as the major part of the government's contribution, and call the remainder} 


the value or income contributed by marketing. Admittedly this might be 
a rough approximation, yet it might have the advantage of using data 


already compiled. The compilers and analysts of gross national product 


and national income might be encouraged to show more clearly the 
separate contributions arising from the performance of the marketing 
functions in our economy. Examination of the rought approximations 
in relation to changing economic conditions should lead to further 
understanding of marketing's contributions and eventually to more exact 
measurements. 
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In view of the lack of even approximate estimates, it is not 
surprising that extensive examination was not made of what happens to 
the value-added measurements under such dynamic conditions as the 
changing inter-relationships of production and marketing, the expansion 
and contraction of physical sales volumes, and the rise and fall of prices 
with or without changes in physical volumes. 


While both papers recognize that the production of various utilities, 
form, time, place and possession, are at least in part interrelated 
activities, they do not go far into the serious problem of untangling them. 
Form utilities are provided mainly in manufacturing but sometimes in the 
marketing channels. Efficiency in producing form utilities has a direct 
bearing upon the nature and extent of the services performed in producing 
time, place and possession utilities. There are numerous examples. In 
the late 1920's leaders in the meatpacking industry recognized that the 
shipping of whole, half, or even quarter carcasses of beef into areas of 
the market would not yield as large sales value (or utility) as might be 
realized by cutting them into steaks, roasts, ribs, flanks, etc. Retail 
meat dealers in low-income areas bought and cut up the carcass goods, 
and had to sell steaks at much lower prices than elsewhere in order to 
move them into consumption, while at the same time they did not have 
enough cheap cuts to meet the demand in those areas. On the other 
hand, meat dealers in high-income areas did not have enough steaks 
from the carcass goods to meetthe demand, while at the same time they 
had to sacrifice the cheap cuts. Accordingly, the practice grew rapidly 
at meatpacking establishments ( and later at the warehouses of chain 
stores ) of cutting the carcasses into various cuts, then shipping and 
selling them in the proportions wanted by each segment of the market. 
Meat consumers' utility was increased, and total value of the given 
physical volume increased. This practice raised marketing costs more 
than plant costs and the spread between the purchase price of the live 
animal and the selling price of the finished cuts increased by at least 


| enough to cover the costs of both the plant operations and the marketing 


operations. What are their respective shares of the utility added to the 


final product? 


This problem of imputing utility to various activities is not an iso- 


» lated one. The development of hard freezing of foods has necessitated 

| educational advertising expenditures and large capital investment in hard 
| freezing equipment at both wholesale and retail levels of marketing. 

| Similarly, rapid model changing in hard goods, most notably automobiles, 
' has also increased the time, place, and possession utilities in marketing 


these products. Changes in product design have made distribution easier 


_ toaccomplish, in some cases, and more difficult in others, with corres- 


ponding reductions or increases in marketing spreads. To which 


» activity may the added (or reduced) value be imputed? 


| 
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While there are exceptions, the economies of power-driven machinery in 


are bringing about much greater and more widespread reductions in the pa 
real costs of manufacturing goods than in the corresponding costs of P 
marketing them. As a consequence, the share of the consumer's dollar di: 
competitively allowed for the transformation of materials into finished ad 
products has been declining, which logically means that the marketing the 
share has been increasing (apart altogether from the increasing com- or, 
plexity of marketing activities). Does this mean that the marketing thi 
spread allowed by competition to cover marketing costs represents a | the 
growing value-added by marketing? The value-added ratio proposed in col 
both papers would answer in the affirmative. Yet the absolute spread nec 
might remain constant, or indeed decline to the extent that more efficient | wh 
machines are also being introduced into the marketing process (e.g., . int 
the diesel locomotive, material handling equipment, the vending machine), the 
dis 

The slower rate at which labor-saving mechanization has been pre 


applied to marketing and the growing complexities of distribution have 
tended to raise marketing's percentage share of the consumer's dollars. 
Examination of available data seems to indicate the presence of a long- 
time upward trend in the marketing percentage share and a long-time 
downward trend in the corresponding production share. As Colin Clark 
points out, this tendency is apparent in the economies of various countries [ 
as their use of power machinery has grown and their levels of living have | 
risen. In the United States, the rising wages of labor have been offset 
by labor-saving devices to a much greater extent in manufacturing than 
in marketing. During and since World War II it has been a common 
practice of manufacturing establishments to give automatic salary 
increases to their sales organizations without considering their 
efficiency when plant workers were awarded wage increases. Evidence 
may be gleaned from the successive U.S. Censuses of Distribution that 
the physical volume per worker in some broad phases of marketing show 
scant tendency to improve. Transportation, on the-other hand, has been 
improved mechanically and the cost per ton mile displays a long-time ( 


downward trend. Furthermore, during shorter-period business fluctua- [ cons 
tions, the gross marketing spread is less flexible than the production | Poin 
segment of the consumer dollar, probably because a larger portion of | data, 
the marketing expenses are direct. Consequently, changes in the relative > Plan’ 
marketing spread vary inversely with volume changes. ; choo 

mucl 


Considerable information is available in this respect. During World | 3 fac 
War II the rapid increase in plant output, coupled with the relative reduc- farm 
tion in some phases of marketing effort, brought about a decline in and t 
general selling and administrative expenses for all manufacturing industries} @ppr 
from 13. 8% of net sales in 1938 to 6. 3% in 1943. Since that low point and | of Le 


despite very high output both in physical volume and value, the average of Ag 
percentage had risen to more than 12% by the end of 1953. In some value 
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industries the level is much higher than that prior to the War period. This 
pattern is also reflected in the changing share of the Gross National 
Product represented by the wage and salary disbursements of the 
distributive industries. Are we to conclude that marketing activities 

add more value, create relatively more utility, when volume drops 

than when it increases? Perhaps it does, because the distributive 
organization is challenged to sell more goods under those conditions. But 
this leads to the view that, after all, costs are the essence of spreads, 
they are less elastic in marketing as a whole than in production, and 
competition compels recognition of these truths in the gross spread 
necessarily allowed for marketing. If these spreads are unnecessary, 
why doesn't the competitive system wipe them out? Aren't we driven 

into recognizing that value added by marketing is the allowance which 

the competitive system is compelled to make for the priced, or costed, 
disutilities of performing the marketing activities peculiar to each 
product? 


If we learn to perform marketing activities with less expense, less 
disutility, are we then diminishing the value added or the utility adeed 
by marketing? Common sense says no, because the competitively- 
determined delivered*price will decline, sales volume of this or 
other products may increase, depending on comparative elasticities of 


' demand, and total consumer utility will increase. Under the circum- 


stances, I can imagine different effects on the spreads imputed to 


| production and to marketing, depending on cost tendencies, and cost 
| elasticities peculiar to each case. We are in dire need of input and 


output analysis in various phases of marketing. Strictly, value-added 
is output and expense is input. Marginal analysis, such as that proposed 
by Cournot, Schultz and other mathematical economists, would sharpen 


_ our thinking and our measurement of how far the expansion of value- 
| added may be profitably extended. 


One possible approach to value-added measurement might be the 


| consideration of prices at different stages in marketing, as the pivot 


points between which to obtain spreads. We have a wealth of price 


| data, farm prices, raw material prices, concentration-point prices, 

' plant f.0.b. prices, jobbers' prices, retailers' prices, andsoon. By 

| choosing prices at given geographic points, and taking price differences, 
| much may be learned about marketing spreads. Since distance is also 

| afactor in marketing cost, it seems that average price spreads between 


farm and processing plant, and between processing plant and wholesalers, 
and between wholesalers and retailers, may be determined at least 
approximately by use of collected prices. Some of the U.S. Department 
of Labor data may be adaptable for this purpose. The U.S. Department 
of Agriculture has developed for a long period of years the average farm 
value, the retail cost to the consumer, and the marketing spreads for 
many individual farm products and product groups. Analyses of these 
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data bring out some very interesting tendencies, and relationships which 
show the desirability of doing some solid analysis of what is happening 
to marketing spreads under changing conditions. To save time, I would 
like to refer you to my analysis pertaining to meat marketing in the 
AMA book, Marketing Channels for Manufactured Products, published 
by Irwin, 1954, beginning p. 246. 


This analysis brings out, too, some of the dangers of value-added, , 
(or marketing-spread) ratios. The marketing spreads fluctuate less than Im} 
the prices of many finished products and hence their ratios to dollar 
volumes are of necessity correlated inversely with those volumes when 


changes in the latter are dominated by price changes. con 
mal 

In conclusion, the devil's advocate would suggest that we make many | fea 
penetrating analyses of marketing spreads including marketing costs. the 
Try deducting other elements from national income in order to obtaina | and 


remainder which reflects changes in the contribution made by marketing 
from year to year. Examine these changes with a view to better under- 
standing of them and improvements in measurement. Examine spreads 
measured by price differentials, and become more fully acquainted with 
economic tendencies in marketing. Make comparisons of value-added 
and marketing expense on a marginal basis, and thereby learn more | 
concretely why value added by marketing does not disappear under 


rigorous competition. Pur 
Before we go too far in publicizing the growing importance of 
marketing as measured by value added (or even utility added), we ought mar 
to consider whether it might be interpreted as indicative of fundamentally Cur® 
less progress in reducing the costs of marketing than in reducing the of bi 
costs of manufacturing, as it may well be. If so, it may bring renewed mar. 
political attacks on marketing which a sourd understanding of marketing's Com 
role would not justify. In any case, to minimize such attacks we ought | stud. 
to publicize steps taken to improve distribution efficiency and keep in | addi 
the forefront the necessity for continuing to make marketing more prac 
efficient in performing the services increasingly required by buyers of | 
goods. In both production and marketing greater efficiency remains 
the key to increasing consumer utility and economic well-being. | 
San 
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CONTEMPORARY BRAND POLICIES 


A Comparison of Brand Policies, Practices and 
Market Positions of Manufacturers' and Distributors' Brands 


Nugent Wedding 
University of Illinois 


INTRODUCTION 


1 Importance of Brands in the Economy 


Marketing presents a constantly changing, constantly evolving 
competitive picture. The extensive use of merchandise brands both by 
manufacturers and by distributors is one of the distinctive competitive 
features of Twentieth Century marketing. The tremendous increase in 
the number of brands of merchandise on the American market has matched 
and facilitated the expansion and promotion of merchandise. 


"The Market Research Corporation of America states that 
their panel families report purchases selected from 30, 000 
branded items in a selected list of only fifty product cate- 
gories, excluding products such as meats, fresh produce, 
dairy products, bakery goods and carbonated beverages. "'! 


Purposes of Present Study 


In spite of the obvious importance of brands in our present-day 
marketing and their influence on consumers, there is relatively little 
y current information available on brand policies, prices and practices 

of business firms. There has been no concerted attempt to examine 
market positions and trends of brands since the Federal Trade 
g's Commission Chain Store Inquiry in the early 1930's. This present 
study was an attempt to fill a part of this void in marketing data by 
adding up-to-date information on brand policies, prices, and 
practices. It was a three-phase study; the specific objectives were: 


 # To secure opinions of representatives of 
business firms on market positions and sales 
trends of manufacturers' brands as compared 
to distributors' brands, particularly in home 
appliances and canned fruit and vegetables. 


— 


lyr. Lyndon O. Brown, vice-president of Dancer, Fitzgerald, and 
Sample; from an unpublished address to the 76th United States Trade 
Mark Association meeting in New York, June 23, 1954. 
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2. To secure data upon which to base price and quality 
comparisons between packer, wholesaler and chain- 
store brands of selected canned fruit and vegetables. 


3. To determine consumer purchase habits and attitudes 
toward brands of canned fruits and vegetables. 


Methods and Scope of Study 


The data in this study were secured by a variety of methods. Much 
of the information in the first phase on present-day brand practices and 
trends was gained by personal interviews with representatives of many- 
facturing and packing companies, wholesalers, retailers, and trade 
associations. There were several score interviews of this type. Amoy 
the retail organizations included were department stores, corporate 
chains, cooperatives and voluntary chains. These intereviews were mai 
in New York, Philadelphia, Washington, D.C., Cincinnati, Indianapolis, 
Chicago, and several other Illinois cities. Much of the information 
secured in the personal survey was of a confidential or semi-confidentia 
nature. While it is possible to present this material, it is not possible 
to refer directly to the respondents by name,nor is it possible to refer 
directly to their companies. 


The data secured by personal interviews in this first phase of the 
study were supplemented by a mail survey directed to a sample of 
one hundred fifty wholesale grocery companies. This sample was 
selected at random from the Thomas Directory of United States Whole- 
sale Grocery Companies. Eighty-six usable questionnaires were 
returned in the mail survey. 


In the second phase of the study, data were secured on price and 
quality comparisons of packers', wholesalers', and corporate chains' 
brands of canned fruits and vegetables. Canned fruits and vegetables 
were chosen as a basis for these comparisons because: 


a: There are numerous packer and distributor 
brands available. 


2. Definite standards exist for comparing quality. 


Prices and samples of brands of six different canned products were 
secured from six Illinois cities: Champaign-Urbana, Quincy, Peoria, 
Mount Vernon, Danville, and Rockford. An extensive program of 
grading was carried out by the Food Technology Department of the 
College of Agriculture of the University of Illinois using United States 
Department of Agriculture standards as the basis for this grading 
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operation. 


In the consumer attitude phase of the study, data were secured through 
personal interviews with housewives in two Illinois cities. In Danville 
a random sample of 150 families was selected from the 1953 city 
directory. In Champaign-Urbana a sample of 198 families was taken 
from the 1954 city directory. 


h PART I 
d 
I BRAND POLICIES AND PROBLEMS 


Long Brand Classifications 


lade Brands of products have commonly been separated into at least two 

is, groups: manufacturers' or national brands and distributors' or private 
brands. Several tacit assumptions have underlain these classifications: 

tial | national brands are developed by manufacturers and frequently are 

e distributed and promoted nationally; distributors' brands are controlled 

; by wholesalers, chains or other middlemen and are presumed not to be 
widely promoted--if promoted at all. 


In this study the following classifications of brands by type of busi- 
ness have been followed: 


= I. Manufacturer or Packer. 
II. Distributor. 
A. Wholesaler 


1. Independent 
2. Group 


a. Sponsor of voluntary chain 
b. Retail cooperative 


B. Retailer 


re 1. Corporate chain 
2. Individual retailer 


a. Supermarket 
; b. Department or specialty store 


Group (example Associated Merchandising Corp. ) 
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This classification while admittedly broad offers advantages both in 
simplicity and in accuracy. "Private" brand is not a satisfactory term 
when used to refer only to distributors' brands since in reality all brands 
are private. The term "national" brand is a misleading one if it is used 
in a strict sense. There are few truly national brands if this term is 
used to refer to a brand that is distributed in, advertised in, andisa 
leading seller in every community throughout the entire United States. 

If this term is used in a more liberal sense, it should not be used to 
refer to manufacturers' brands alone. Some distributors' brands are 
more widely distributed and more aggressively advertised and promoted 
than some manufacturers' brands, including some which are often referred 
to as "national." 


Sears, Roebuck and Company, Montgomery Ward and Company, J.C. 
Penney and the Great Atlantic and Pacific Tea Company all have brands 
which are distributed and advertised over most of the United States. 
These brands are widely advertised with at least one of them spending 
over $35, 000,000 yearly in local media, principally newspapers. A&P's 
monthly full-page color advertisements in LIFE magazine make their 
brands national in every sense of the word. 

Purposes of Brands 
With this erudite group I feel that I need do little more than just 


remind you of the general purposes which brands usually serve, 
whether they are used by manufacturers or by distributors. 


Demand creation or stimulation. 

Product identification. 

Control of the market. 

Profit motive. 

Greater freedom in pricing and promotion 
Wider choice of quality of merchandise. 


MANUFACTURERS' BRANDS VS. DISTRIBUTORS' 
BRANDS 


Market Positions and Trends 


Accurate, reliable data on sales positions and trends of classes of 
brands for the whole economy are difficult to compile. Many firms do 
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not keep sales records on this basis so that a clear-cut picture of 
sales trends rarely emerges. 


Positions of manufacturers' and distributors' brands fluctuate by 
product line and by industry. Fluctuations in the business cycle affect 
brand preferences of consumers according to respondents in this 
survey. Gains in sales of distributors' brands in one type of business 
may be offset by gains made by manufacturers' brands in another 
industry. Cross-trends within an industry are sometimes found, i.e., 
the sales of distributors' brands of some products may be increasing 
while others are falling. In the food industry coffee and tea sales 
under distributors' brands are on the upswing; in other lines such 
as canned fruits and vegetables, well-known packers’ brands are 
gaining in market acceptance. 


Respondents in this survey were asked to give opinions regarding 
market positions and trends of manufacturers' brands compared to 
distributors' brands in the food and appliance industries. 


It was generally agreed by these respondents that present economic 
conditions are favorable to the expanded sale of manufacturers' widely- 
advertised brands of merchandise. When consumer purchasing power 
is relatively high brands which carry the prestige of regional or 
nation-wide promotion and recognition generally are in their most 
favorable market position. 


Distributors' brands customarily make their appeal on a price basis. 
Manufacturers' brand advertising makes its usual appeal on a quality, 
prestige basis. The objective of this promotion is to build favorable 
associations of the quality and prestige of products in the minds of 
consumers. Distributors of private brands usually claim that they 
are able to give their customers comparable or satisfactory quality 
ata lower price. When consumer purchasing power is relatively 
high consumers are less sensitive to small price differentials and 
the savings which are to be found in the purchase of distributor brands 
become correspondingly less important. At the present time some 
large chains seem to be more interested than formerly in carrying 
manufacturers' well-known brands. Montgomery Ward and Company, 
e.g., is currently distributing General Electric appliances. This was 
described by an official of this company as a move to trade up or to 
"sweeten" their line by taking advantage of the ability and willingness 
of consumers to pay top prices in the present-day market. 


An executive from a large department store stated that there had 
been a change in the brand policy of his store following the war. This 
department store has attempted to introduce their own brands of 
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merchandise into every line where brands are of any importance. In 


1940 his store preferred not to carry merchandise under manufacturers! 


brands when the prices of these goods were maintained under Fair 
Trade agreements. Such brands were stocked only in those cases 
where these manufacturers' brands were unusually strongly entrenched 
or where sales potentials and profit margins were so low as to make 
private brand promotion difficult. 


Since the war and the upsurge of consumer buying power which has 


resulted, this department store is now attempting to widen its consumer 


appeal. They are now carrying price maintained brands in many lines 
in both hard and soft goods since they too feel that this stage of the 
business cycle presents the most favorable opportunity for a prestige 
appeal. 


The discount house was an additional factor mentioned frequently 
by respondents which is aiding in the gain in market position of 
manufacturers' well-known brands. This newest member of the 
marketing world is a device which gives the manufacturer of a 
widely-promoted and well-known brand an opportunity to reach a 
broader market than ever before. This has boosted the volume of 
sales of these brands since the business of discount houses is carried 
on predominantly in the well-known manufacturers' brands. Discount 
houses are building their reputations in these brands just as the chain 
stores originally built their business on manufacturer brands. It is 
on these brands that discount houses are best able to dramatize their 
"discounts" and their lower prices. 


Of the factors suggested during this survey by respondents from 
department stores as offering strong motivations for an expanded use 
of private brands by department stores, the discount house and the 
growth of suburban shopping centers were mentioned most frequently. 
The discount house has cut deeply into the normal sales volume of 
department stores in home appliances, radio, and television. The 
inroads on sales in these lines have been sufficient to cause some 
department store executives to refer not-at-all jokingly to a department 
store as a show room for a discount house. Some large department 
stores, ownership groups, and chains have already begun to put greater 
reliance on store brands of those products in which competition is the 
keenest. Others are exploring the possibilities of this move. The 
problem of private branding for an individual department store isa 
complicated one. Some of the respondents indicated that the problems 
were too involved for the average department store. In their opinion i 
they are to be successful in a venture of this type, group action of 
some type will be necessary. 
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Brand Movements in the Food Industry 


According to respondents in this survey, the present situation in the 
food field is a summation of conflicting forces. Manufacturers' brands 
seem to be gaining in some product lines. In others, distributor brands 
are either holding their own or are expanding. For canned fruits and 
vegetables it was the consensus of respondents that the packers' well- 
known brands have been gaining in market position. The Second World 
War gave these distributor brands a set-back from which they have 
not recovered. Some improvement has been noticed, but since the 
last war several things have favored the market position of packers' 
widely-promoted and advertised brands of canned fruits and vegetables 
according to respondents in this survey. The present stage of the 
business cycle is favorable to the expanded acceptance of well-known 
prestige brands. Most customers seem to be convinced of the 
superior quality of packers' advertised brands. The relatively high 
level of consumer income makes the usual few cents price advantage 
offered by distributors' brands somewhat less attractive to buyers. 
While it is true that not all distributor brands make their appeal on 
a price basis, the main volume is done on price. 


The big canners seem to have become more aware of the importance 
of a relatively narrow price spread between their brands and distribu- 
tors' brands. The size of this price spread is an important factor in 
appraising the opportunities to introduce a private brand. During the 
past several years distributor brands of canned fruits and vegetables 
have not enjoyed the price advantage which they claimed during the 
depression years of the 1930's when sales of distributors' brands 
reached their peak. 


_ Wholesalers in particular seem to have felt this squeeze on margin. 
Pressure on profit margins on packer-advertised brands under the 
stress of intensified competition and rising operating costs were given 
by wholesalers as important reasons for introducing and promoting 
their own brands. 


Although respondents pretty well agreed that packers'-advertised 
brands of canned fruits and vegetables have improved their market 
position, there was no indication that distributors' brands are no 
longer to be considered a factor in the market. Those chain-store 
brands which have been given aggressive promotion seem to be holding 
up well in the competitive struggle. Some well-known wholesaler 
brands which are distributed through voluntary chains, I.G.A., for 
example, and retailer cooperative brands, such as those of the 
Frankford Grocers' Association in Philadelphia, are enjoying good 
market acceptance. 
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Adequate promotion and good retail distribution seem to be essen- 


tial in competing effectively in these products. The brand policies on 
of a strong distributor in a market can influence to a great extent the di 
type of brand which gains the ascendency in that particular market. his 
The somewhat spotty market picture east of the Mississipi can be ben 
traced to this influence. Some cities are known as good distributor Th 
brand cities. Philadelphia, for example, is a good distributor brand of 
market because of the large number of outlets distributing private for 
brands and the aggressive promotion given these brands. It is also on 


true in Champaign- Urbana and Peoria, Illinois, that distributors' 
brands outsell packers'-advertised brands of canned fruits and vege- 


tables. In Danville, Illinois, however, the big packers' brands outsell sitt 
distributors' brands. A strong local chain, the Grab-It-Here Company, by: 
which distributes only packers' brands is believed chiefly responsible the 
for this. lim 

The food field illustrates well variations and cross trends in brand ped 
positions. Distributors' brands are relatively important in coffee, the 


tea, margarine, salad dressings, bakery goods, and have been making 

recent inroads in the frozen food field. Distributors' brands are 7 
making gains in new products such as concentrates, and instant coffee. fatu 
The distributor label margarine business is big. It expanded rapidly 

after the war but has levelled and for several years there seems to 

have been little change. 


Distributors' brands are not important in canned soup, cereals, 
soap products, gelatin, desserts, or sugar. The market position 
and wide acceptance of Campbell's soups, Kellogg, Post, and 
General Mills' cereals, Jello, and the products of the big soap 
companies make the successful introduction of distributor brands 
in these products an exceedingly difficult and expensive task. It is 
always difficult for distributors' brands to break into a field in which 
a manufacturer's brand has a dominant position. This is especially 
true if the retail price on this dominant brand is so low that the 
private brander has difficulty offering an effective price appeal with 
his brand. 


Future Outlook 


A continuation of the present high-level of consumer purchasing 
power will tend to favor the sale of the more widely-promoted brands 
for which a reputation for quality and prestige has been built up. 
These are predominantly manufacturers' brands since distributors 
have relied more on a price appeal in the sale of their brands. 


WiihA 
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In the event of a decline in business activity with increased unemploy- 


ment and a decline in consumer purchasing power, the price appeal of 
distributors' brands should be greatly enhanced. It has been shown 
historically that distributors' brands usually gain during periods of 
business recession at the expense of well-known manufacturers' brands. 
The prices of distributors' brands are usually more flexible than those 
of widely-distributed manufacturer brands. Distributors usually look 
for opportunities to buy merchandise at low prices which can be passed 
on to consumers. 


The amount of advantage to be gained by distributors in sucha 
situation would depend to some extent upon the pricing policies followed 
by manufacturers. If manufacturers are able to adjust prices to meet 
the changing economic conditions the advantage to distributors would be 
limited. If, however, relatively rigid price policies are followed 
during a business recession with few price adjustments downward, 
distributors' brands could make substantial gains as they did during 
the early 1930's. 


Other factors which might be considered as having some bearing on 
future trends and brand positions are: 


The future of such lower-cost distributive outlets 
as discount houses. 


The ability of manufacturers to continue to lead in 
product research and innovation. 


The ability of distributors to secure satisfactory 
sources of supply for private brand merchandise. 


The efforts and relative success of manufacturers 
vs. distributors in the promotion of brands. 
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THE BATTLE OF THE BRANDS IN CANNED GOODS 


Robert H. Cole 
University of Illinois 


During the past 25 years the field of marketing has been highly 
dynamic. Rapid, even startling, changes have occurred in almost all 
phases of distributive activities. Brand policies and brand position have 
been at the forefront of such changes; yet there has been no concerted 
attempt, since the Federal Trade Commission Chain Store Inquiry of the 
early 1930's, to investigate changes that may have taken place in the 
relative position of manufacturers' and distributors' brands of canned 
foods. As a result, it is believed that an analysis of the current status 
of these brands is both timely and vitally important to a better under- 
standing of brand competition. 


In order to make a detailed price and quality comparison of each 
brand classification, three major steps were decided upon: 


1. To determine whether the customer pays significantly 
different prices for packer, chain-store, and wholesaler 
brands of selected canned vegetables and fruits of com- 
parable quality (quality to be as designated by the owners 
of the brands). 


2. To determine whether the quality that the brand owner 
designates for the brand corresponds to the actual quality 
as determined by grading the products according to 
established United States Department of Agriculture 
standards. 


3. To deterrnine whether the customer pays significantly 
different prices for packer, chain-store, and wholesaler 
brands of selected canned vegetables and fruits of 
comparable quality (quality to be as determined by 
grading products according to USDA standards). 


The research study to compare prices was limited to the state of 
Illinois and was restricted further to six cities within the state-- 
Champaign-Urbana, Quincy, Peoria, Mount Vernon, Danville, and 
Rockford. It was believed that more valid and reliable results could 
be obtained from making an intensive study of these six cities than by 
an extensive study which would scatter limited funds and personnel 
over an area too wide to produce as reliable results. Obviously the 
results only show brand, price and quality positioms in the six 
communities studied, each of which has its own specific local con- 
ditions as to the type and number of wholesalers and their competitive 
positions, the strength of chain, voluntary, and cooperative organiza- 
tions in the locality, specific price and brand policies dictated by 
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local conditions, and various other special circumstances. Conclusions 
as to national conditions, or even conditions in the state of Illinois, wou 
extend the conclusions beyond the point which would be justified on the 
basis of the sample surveyed. 


Prices were gathered on 375 brands of six types of canned fruits and 
vegetables. Based upon the advice of experienced grocery personnel, 
the following commodities and their most popular can size were chosen 
for pricing and testing as the most important among canned food 
purchases of the average family: 


Yellow whole kernel corn (#303 size can-brine pack. ) 
Cut green beans (#303 size can). 

Sweet peas (#303 size can). 

Bartlett half pears (#2.1/2 size can). 

Yellow cling sliced peaches (#303 size can). 

Sliced Hawaiian pineapple (#2 size can). 


Mention should be made of the fact that in the pricing operations which we 
conducted on a sample basis distinction was made as to whether stores 
were members of corporate chain organizations, members of voluntary 


organizations, members of cooperative groups, or completely unaffiliated 
independent grocery merchants. 


Brand owners, packers or distributors, were asked for the appropriat 
grade designation of their brands--for vegetables, fancy or extra-standati 
or standard and for fruits, fancy or choice or standard. With the quality 
thus designated and the price known, it was possible to determine 
whether there are significant price variations between packer, chain- 
store, and wholesaler bran:s sold in chain units and between packer 
and wholesaler brands sold in voluntary units, cooperative units, and 
unaffiliated independent outlets. It is vitally important to note that 
the main purpose of this study was to compare price position of packer 
and distributor brands, not to compare prices in different types of 
retail grocery establishments operating under decidedly different 
organizational plans and expense structures. 


In all six of the survey cities it was discovered that the housewife 
buying the survey commodities in a chain store would pay in almost 
every instance a lower price for chain-store brands than she would for 
either packer brands or wholesaler brands of designated comparable 
quality. In Peoria and Rockford--cities in which chain stores carried 
wholesaler brands along with chain-store and packer brands--chain- 
store brands were priced lower on the average than wholesaler brands 
of comparable designated quality. In Peoria chain stores, packer 
brands were priced lower than wholesaler brands while the reverse was 
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true in Rockford chain stores. If the housewife were to do her canned 
goods buying in a voluntary organization store in Quincy, Danville, or 
Peoria, she would stand an almost equal chance of obtaining the same 
price if she bought a packer brand as if she bought a wholesaler brand. 

On the other hand, if the buying of the survey canned goods were done in 
unaffiliated independent stores in Champaign-Urbana, Peoria, Mount 
Vernon, or Quincy the housewife would probably secure a lower price on 
packer brands than on wholesaler brands of designated comparable 

quality. For some products, this situation can be explained partly by 

the fact that some of the wholesaler brands found in these cities have been 
extensively advertised locally and have developed a high consumer accep- 
tance. As aresult, some retailers have been able to price these 

brands at a level that takes into full account the demand for the 

particular labels. Thus it appears that the relative importance of 

packer and distributor brands varies from city to city, depending 

upon the policies of the distributors and the promotion they do on 

various brands. 


uld 


Throughout the first phase of this canned goods research project, 
it was assumed that the actual quality of the six products surveyed was 
identical with the designated by the brand owners. Talks with food 
experts revealed, however, that such is not always the case when 
completely impartial tests are made under USDA grade standards. 

For this reason, the second objective of the project was established; 
namely, to determine whether the designated quality of the can labels 
corresponds to the actual quality as determined by grading the products 
according to government standards. It was at this point in the project 
that the Food Technology Department in the College of Agriculture 
entered the study and shared the responsibility with the Marketing 
Department in accomplishing this objective. Mention should be 

made of the fact that only one member of the Food Technology 
Department--this member being trained and experienced in this 

type of work--performed the entire grading process which extended 
over the three-month period of July, August, and September of 1954. 


ity 


Early in the study it became apparent that not every brand that was 
found in the six cities could be tested, simply because of the expense 
and time that would be involved in the buying and grading operations of 
such a large number. Asa result, it was decided to choose those 
brands that appeared most important in the Champaign-Urbana pilot 
study and to let them form a nucleus to which as many other prominent 
brands that were discovered in the other survey cities could be added 
as was financially feasible. Following this plan, 59 brands were 
selected for testing purposes--21 of them packer brands, 13 chain- 
store brands, and 25 wholesaler brands. It was then decided to buy- 
18 cans of each brand for testing purposes and to buy these cans over 


ese ana 


wert 
y 
ated 
riate 
\dard 
r 
e 
r 
8 
as 


156 FRONTIERS IN MARKETING THOUGHT 


widely scattered points in the state of Illinois. Every attempt was made 
to buy only one can of any one brand in a single store (but of course one 
can of as many different test brands as possibly could be bought in any 
one store) and to buy not more than three cans of any one brand ina 
community. It is important to note that only two-can samples were 
used for testing purposes by the Federal Trade Commission in its 
Chain Store Inquiry in 1933. Only six-can samples are being used by 
Consumers Union in its testing operations today, and it is understood 
that twelve-can samples are required when canned goods are submitted 
to the U.S. Department of Agriculture offices for grading. Thus the 
choice of an eighteen-can sample for each brand resulted in a larger 
and fairer basis for testing than has been the case previously. 
Recognition should be given to the fact, however, that neither regrading 
nor grading of additional sample lots was possible under the operating 
procedure of this study. 


Once the eighteen-can samples had been bought and tested, the 
"possible" grade for each brand was determined by averaging the total 
scores of the cans comprising the sample. It should be pointed out that 
the average score was not the sole determinant of the final grade to be 
assigned, since the Department of Agriculture has set up the limiting 
rules that not more than one-sixth of the cans in the sample may fail 
to meet all the requirements of the grade indicated by the average of 
such total scores and none of the 18 cans comprising a sample may 
fall more than four points below the minimum score for the grade 
indicated by the average of the total scores. Thus, an eighteen-can 
sample might have an average score that would cause it to be tempo- 
rarily classified as fancy quality, but one or even both of the provisions 
of the limiting rules could cause that sample to be graded down to the 
next lower grade. 


The completely impartial tests of the 1062 cans of vegetables and 
fruits that were bought for grading purposes reveal some startling 
data. Of the 59 brands of canned vegetables and fruits tested, 30 
tested one grade lower than that designated by the brand owners, 
five tested two grades lower, and 24 tested at the designated quality 
level. None graded higher than the quality designated. The fact that 
vegetables as a group tested out much closer to designated grades 
than did the fruits bears out the point that the specifications as set 
forth by USDA directives for grading vegetables probably are more 
realistic and objective than those established for fruit products. 

All three of the brand owner groups--packers, chain stores, and 
wholesalers--are experiencing considerably more difficulty in meeting 
government standards for canned fruits (especially the problem of 
broken pieces) than they are for canned vegetables. This situation 
raises the question as to whether there isn't a need for an immediate 
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reappraisal of the government standards (especially of the fruit products), 


in an effort to revise them to a realistic level that a conscientious 
brand owner can meet by good workmanship and careful checking. The 
results of this study point to the necessity of such a reappraisal. 


The question might well be raised at this point, however, as to 
whether the qualities contained in the USDA specifications are of great 
practical value to the consumer--that is, do these standards have any 
real significance as to the nourishment or food value of the products 
or to the flavour of the commodities? In fact, flavor of the product 
is a vital factor in the final grade of only one of the six commodities 
tested. 


An analysis of designated grade versus test grade (based upon the 
total eighteen-can samples) reveals that a smaller percentage of the 
packer brands graded below their designated quality than did chain- 
store and wholesaler brands. The better showing of packer brands 
is true not only of all six commodities combined but also is the case 
when the three-vegetable group and the three-fruit group are 
considered separately. Worthy of note, however, is that none of 
the three brand owner group made any outstanding showing in meeting 
designated grades, as 48 per cent of the packer brands, 62 per cent 
of the chain-store brands, and 68 per cent of the wholesaler brands 
graded below designated quality. 


Disregarding the designated grades and using the average 
numerical scores for the eighteen-can samples--a method of 
comparison that does not take into consideration the USDA limiting 
rules--it was seen that the average test scores of wholesaler brands 
was slightly higher than those of packer or chain-store brands in 
four of the six survey commodities. Thus, it would appear that the 
wholesaler brands were hurt more than packer or chain-store brands 
by the limiting rules established by the Department of Agriculture 
which may cause an eighteen-can sample to grade down as a reuult 
of very poor quality in only one can. 


Again disregarding the designated grades but this time consider- 
ing the test of each can separately, it appears that the breakdown of 
actual test quality is substantially the same for all three types of 
brands. If any one type appears to have a slight advantage in quality, 
that type is the wholesaler. This is particularly true in the vegetable 
products that were tested. This would tend to substantiate in part 
the claim of many wholesalers that they are able by changing 
sources of supply to maintain the grade of their products. In fruits, 
packer brands tested less frequently as fancy than either wholesaler 
or chain-store brands. When fancy and choice test grades are 
combined, however, packer brands showed a slightly higher 


g 
at 
e 


158 FRONTIERS IN MARKETING THOUGHT 


proportion in these two grades combined than did their competitors. 


Although the data available are rather limited on which to base a 
conclusion as to whether a group of products under the same family 
brand name will all test out their designated quality, it appears that 
the housewife is not assured of getting fancy test quality peas under 
XYZ brand, for example, simply because she got fancy quality corn 
under this same label. This appears to be the situation regardless 
of whether she buys a packer brand, a chain-store brand, or a whole- 
saler brand. Thus the quality of one product under a given brand is 
no guarantee that other products under the same brand are of the same 
grade. 


While a can label may carry the word fancy or choice or extra- 
standard or standard somewhere in the descriptive material, it does 
not necessarily follow that this word refers to the USDA grade 
standards but may be simply that quality in the mind of the brand 
owner. Such is not the case, however, with the description of the 
syrup in which the fruit is packed. If it is stated on the label that 
the syrup is extra-heavy, then that syrup should test extra-heavy or 
the brand owner may be subject to prosecution under Federal laws for 
false labeling. Chain-store organizations watch more closely the 
syrup content of their fruit products than do packers or wholesalers. 
In 83 per cent of the chain-store cans of fruit tested, the syrup graded 
as specified on the label. Packer brands tested the worst of the three, 
with only 76 per cent of their cans having syrup content the same as 
that designated on the label. 


To accomplish the third objective of this study--the determination 
of whether the customer pays significantly different prices for packer, 
chain-store, and wholesaler brands of selected canned goods of 
comparable test quality--the price data gathered in retail store in 
the six survey cities and the test grades determined by the Food 
Technology Department were used. Thus a comparison was made 
between the test grades on the 59 brands that were graded according 
to USDA standards and the prices that were charged for these brands 
in chain stores, voluntary stores, and unattached independent retail 


establishments. 


It should be recalled that the housewife buying the survey commodi- 
ties in a chain store, located in any of the six cities would pay in almost 
every instance a lower price for chain-store brands than she would for 
either packer or wholesaler brands of comparable designated quality. 
This picture was not changed substantially by substituting test grades 
for the grades designated by the brand owners. Thus the housewife 
shopping in any survey city for the survey commodities will in most 
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instances pay a lower price for a chain-store brand than she will for 
either a packer or a wholesaler brand of comparable test quality. 

As a matter of fact, it appears from the price data gathered that 

chain stores in the six cities sell their own brands of survey 
commodities about 12 per cent (a simple, unweighted average) lower 
than packer brands of the same test grade and approximately 18 per cent 
lower than wholesaler brands. Of course, these percentage variations 
differ considerably among the six cities and by commodity. A similar 
comparison shows that in voluntary stores wholesaler brands of survey 
commodities were priced on the average about four per cent lower than 
packer brands of the same test grade. This presents a different 

picture from that found in voluntaries when the grades designated by the 
owners of the brands were used as a method of determining comparable 
quality. In unattached independent stores in the survey cities, the 
survey commodities sold under wholesaler brands were approximately 
one per cent lower in price than comparable test quality packer brands. 


The old saying, ''You get what you pay for," is strongly believed by 
many consumers. In other words, the idea that high price means high 
quality is foremost in the minds of a vast number of buyers. To see 
whether this view is true in regard to canned goods, a correlation 
analysis was made between the numerical test grades (as determined 
by averaging the total scores of the cans comprising the eighteen-can 
samples) of the 59 brands tested and the prices asked for these items. 
No attempt was made to compute separate correlations for chains, 
voluntaries, cooperatives, or unaffiliated independents as the number 
of comparisons would be too small in most instances to have any 
statistical significance. An analysis of the data reveals that there is 
little assurance that a high price means high quality, at least in the 
canned goods surveyed. While it is true that there is some degree of 
positive relationship between high price and high quality in some of 
the survey commodities, there also is some evidence that the house- 
wife may be getting poorer quality (as determined by USDA standards) 
the higher the price she pays for certain commodities. 


r 
ad 
e, 
odi- | 

most 

for 
y: 
ues 
t 


= 
x 


MOTIVATION RESEARCH - ITS PROMISE AND ITS LIMITATIONS 


D. B. Lucas 
New York University 


Motivation research should certainly be defined more broadly than the 
context of recent trade conversations would indicate. All research 
aimed at understanding and predicting human behavior is motivation 
research. My own graduate thesis carried the title, ''The Relative 
Effectiveness of Positive and Negative Motives" and surely contained 
some "motivation research."' Most opinion tests of advertising copy 
are also motivation research. And many of the questions generally 
inserted in field surveys are designed to explore motivation. For these 
and other reasons, it is inaccurate to designate a limited group of 
clinical techniques as Motivation Research, thus implying that they are 
all inclusive. 


Perhaps it is not wise to try to oppose the inevitable. I assure you 
that this talk would be even more stilted if I tried to avoid using 
terminology which has become prevalent. As a matter of fact, the 
new MOTIVATION RESEARCH HANDBOOK by George Smith, sponsored 
by the Advertising Research Foundation, deals almost exclusively with 
techniques borrowed from clinical psychologists for application in 
marketing and advertising research. It is a very good book and I 
will mention it later, but the title is much broader than the content. 

On second thought, I wonder what book title isn't? 


Many of you will recall the report Dr. Wulfect gave at a previous 
meeting on the progress of the Motivation Committee of the Advertising 
Research Foundation. When that Committee started two years ago, we 
attempted to define the area of activity and found ourselves running 
into such phrases as "why people behave as they do," and "the main- 

' springs of human behavior.'' We did not attempt to formalize a 
definition but all agreed that these phrases clearly indicate the area 
tobe studied. They coincide closely with a recent statement by a 
clinical psychologist who said, ''Motivation research gets behind the 
superficial reasons people give for their behavior in order to reveal 
the real answer to why people act as they do." 


These statements seem to carry an implication that human behavior 
isnot merely the result of being buffeted by stimuli. They imply that 
| human behavior is purposive. Motivation research is more concerned 
with the pattern of these purposes than with the stimuli which set 
them off. This concept is, of course, a controversial one among 
psychologists although the extreme tide of behaviorism has long since 
receded. In any event, I think you must agree that out motivation 
discussions usually imply purpose. 
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From rough definitions, the Committee on Motivation Research hag 
gone ahead rapidly in a little over a year. Its initial bibliography has 
been followed by a glossary with the dignified title, ''The Language of 
Dynamic Psychology (as related to motivation research)."" Next came a 
directory of nearly 100 research organizations competent to conduct 
motivation research -- by their own admission. A later directory lists 
those clinical psychologists who express willingness to apply their ? 
knowledge to commercial pursuits -- especially in advertising. The 
final major stroke was the harnessing of an author and a publisher into 
a team for the rapid production of a handbook explaining current practices, 


The next aim of the Motivation Committee as well as the Technical 
Committee of the Foundation is to establish some kind of a basis for 
appraising the results of motivation studies. To do this it will be 
necessary not only to examine current research operations of this sort, 
but also to validate the principles underlying their design. We are 
concerned mostly with the whole clinical procedure, and more particu- 
larly with the short-cuts invented by clinical psychologists for speedier, 
more accurate diagnoses. Those are the tools which recently have been 
borrowed by advertising and marketing researchers, not for the 
purpose of treating ailing personalities of individuals, but for the 
purpose of relating products to the personalities of whole masses. 

It is a challenging problem and we will return to it. 


May I pause here to explain two necessary points. First, I'd like to 
explain the role I am playing -- to borrow a phrase -- in giving this 
talk. This is definitely not a report of or by the Advertising Research 
Foundation. As its Technical Director, Iam a member of both the 
Technical Committee and the Committee on Motivation Research. 

In due time the Foundation subscribers will have a report from one 
or both of these committees on the very points we are discussing. 
Such a report is not even in first draft at this time so my remarks are 
not even a preliminary insight. They are just my own best guesses as 
of the day your efficient AMA committeemen requested a manuscript. 


The second point of explanation is the relationship of Dr. George 
Smith's recent handbook on Motivation Research (in advertising and 
marketing) to Foundation views in this field. As stated in the 
Committee preface, "The main purpose of this book is to report on 
what these techniques are and how they may be applied." Doctor 
Smith has not attempted to judge the validity of the techniques or to 
recommend their specific use. Instead, the book is essentially a report 
of what is going on now in motivation research, with special emphasis on 
the methods more recently introduced. It seems reasonable to observe, 
in partial response to the title of this talk, that neither Doctor Smith 
nor the Committee would be applying so much time and energy in this 
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field if they did not think the techniques in question hold some real 
promise. Naturally, that goes for me, too, but I must also address 
myself to possible limitations. 


Just as recent discussions of motivation research have over-empha- 
sized some techniques to the exclusion of all others, I would like to 
exclude some recent devices from consideration now. I'd like to pass 
over important methods such as group interviewing, content analysis 
and scaling and mention only the informal unstructured interview and 

the projective techniques. It is these latter methods which have stirred 
so much interest that they have become the hottest thing on advertising's 
Madison Avenue row. What agency man would dare tell a client today 

that he has not at least investigated this new item of standard equipment! 
But who really knows how good the machinery is or how and when it 

should be used! 


Printers' Ink recently reported that roughly one-half of the advertising 
leaders have made some use of motivation research, but most had rested 
the claim on some sort of a depth interview. The long, informal type of 
interview has a marketing research history of twenty years or more, and 
its values involve the following considerations: 


12 It is not psychoanalysis. This process follows the 
assumption that forgotten experiences include some 
which have faded from memory and others which have 
been deliberately submerged. The ordinary depth 
interview cannot get at the latter because; a) the 
procedure is too brief, b) the field workers are 
inexpert, and c) most important of all, the respondent 
has no incentive to go through the pain of delving into 
areas of repression. A clinical psychologist recently 
stated: "Since the most important reward, i.e. a cure, 
is not present in commercially oriented depth inter- 
views, they cannot be conducted on an exclusively 
psychoanalytic basis (involving voluntary submission to 
pain by the respondent). " 


to 
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I might add that this clinician still considers the directed depth inter- 
view as the most effective scientific technique for motivation research - 
ifthe interviewers are themselves trained as clinical personnel. 


Other considerations about informal methods are: 
2. As currently used they are not adaptable to 


representative population surveys. The per cent of 
sample failure rules out success on a probability 
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I won't bore you with detailed discussion of each of the popular 


projective techniques. Clinical psychologists have long made use of 
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basis, which means that the results cannot be 
taken at face value. 


Despite the fact that conclusions often involve 
a large element of subjective interpretation, and 
the fact that the investigator may apply systematic 
psychologies not in themselves validated, the 
results often are stimulating and promising. For 
example; it is not hard for me to believe that the 
banker has traditionally played the role of a stern 
father who deplores our borrowing of small sums 
to indulge our personal whims. Yet, today, our 
banker must appeal to us to do just that, and both 
he and the bank must develope an ingratiating 
personality to fit the job. 


Unstructured interviews are highly useful in 
preliminary explorations for the purpose of dis- 
covering proper subjects of inquiry and as a basis 
for hypotheses to be tested in more comprehensive 
surveys. 


Finally, there are many problems to which the 
open-ended approach, at least, seems to be the 
only safe solution. Elements which the consumer 
volunteers without prompting may be important, 
whereas the ideas put into his mind through a 
formal question may be trivial. 


word associations for the purpose of gaining insight into problem person- 


alities. 


directive and the results are more explicit. 


Sentence completions are similar, although they are more 
If I start the sentence, 


"When I read Better Homes andGardens....... " and if respondents 
frequently cite their interest in looking at the advertisements or the use- 


fulness of these advertisements as buying guides, then I have surely 
created a space salesman's paradise. 
says, "I am usually looking for ways of improving my home. 


suddenly the obvious becomes scientific! 


We are referring also to other projective devices including: a) role 
playing, where the respondent explains the behavior of other people, or 


But what if the respondent only 


even assigns personalities to advertised products; b) cartoon tests where 


the respondent supplies part of the conversation; and c) the thematic 
apperception test (T.A.T. if you want to sound important) where 
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respondents are asked to tell stories about pictures which are not too 
obvious. I suppose we ought also to mention tests involving description 
of ink blots, patterned after the Rorschach, although it is hard to make 
ink blots stimulate ideas useful in advertising research. 


All of these projective devices are actually ways of provoking people 
into making partially directed verbal responses. These responses undoubt- 
edly have significance in relation to the personality and motive patterns of 
the subject. There is reason to believe that they furnish evidence to the 
expert which might require much more time to extract through routine 
interviewing. Perhaps the responses reflect obscure motive patterns 
more clearly than are evident in any practical depth interview. But it 
is obvious that the responses are influenced by the presence of the 
particular interviewer and by the way the test is administered. One 
clinical psychologist, at least, holds the opinion that there is greater 
need for standardizing the administering of projective tests than for 
standardizing their interpretation. On the other hand, a research 
operator in this field recently stated at one of our own meetings that 
the greatest variable in projective surveys is the person who interprets 
them. 


Five considerations come to my mind in this preliminary appraisal 
of projective techniques for advertising and marketing surveys. First, 
as already stated, is the depth to which they may help us probe. Second 
is the atmosphere of the interview, and its implications. Third is the 
objectivity of the total procedure. Fourth is the validity of conclusions 
and fifth is the level of operations now being conducted in our field. 


We might say a little more on that first point. True, there may be 
a repressed or subconscious area of mind, and these techniques may 
elicit responses which have significance. It would be hard to question 
the assumption that the subject draws upon his own motive pattern in 
ascribing motivated responses to others. But, all normal people gain 
some sophistication about motives which may play a part in their re- 
sponses to projective devices. Nor does anyone know the degree to which 
repressed or subconscious motives affect the behavior of the normal 
buyer of advertised products. Obviously we are still working from 
hypotheses. 


The second point dealing with the atmosphere created by projective 
tests involves both good and bad elements. Most projective techniques 
can be made interesting as well as quick. Whereas it is almost always 
necessary to make friends in order to secure an informal interview, the 
projective responses may be entered into as a game. This promises a 
higher percentage of sampling success, and may provide the key to 
representative or probability sampling in motivation research. : 
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One leading operator has pointed out that he considers the atmosphere 
created by projective methods important even in dealing with specific 
attitudes which might be measured as accurately by direct questions. 

He says it makes the interview better. Still another prominent operator 
takes the stand that the game playing angle makes a farce of the inter- 
view and prompts the subject to act in an irresponsible manner. You 
take your choice. 


I think we should also emphasize the possibility that the game element 
may lead the respondent to express motivation oppsite to his own as well 
as identical. Presumably the able interpreter of projective data will 
accurately identify the decoys as well as the clues, but I note that little 
is ever said on this point. Nevertheless, I feel that the atmosphere of 
the projective interview holds promise, especially because of the 
promise of greater sampling success. 


assurance and cause for concern. As compared with the unstructured 
interview, the projective patterns provide standard stimuli for the 
interview. This is only one element in a subjectively determined situa- 
tion, and even if the complete interview is standardized, there is no such 
objectivity in the final interpretation. Here the judgment of the inves- 
tigator and his psychological orientation take control. Nothing makes me 
feel more insecure in motivation research than when symbolic specula- 
tions come into play. 


This leads to our fourth point which is the validity of conclusions 
developed through the projective approach. It seems logical to consider 
the clinical angle before attempting to appraise discoveries in mass 
motivation. Not long ago, I attended meetings of the Society for 
Projective Techniques. There was something startling about the modesty 
of these specialists who originated and constantly use projective methods. 
Here are a few statements which have been properly lifted out of context: 


With regard to the objectivity of projective methods, we can find both 


1. Our applications of projective techniques have been 
entirely empirical. 


2. There is a lack of agreement between projective behavior 
and social behavior. 


3. We have almost finished the first stage in our use of 
projective techniques, the stage in which we are sure 
of our ground. We are getting into the second stage, 
where we are beginning to demand proof of the validity 
of our methods. 
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4. We must have more than testimonials to support 
projective techniques. 


5. The personality of the examiner affects responses 
to the Rorschach test among both normal and 
abnormal subjects. 


6. There is greater need for standardizing the administer- 
ing of the Rorschach test than for standardizing the 
interpretation of the data. 


7. The conclusions of the clinical psychologist depend upon 
the clinician, himself, and the theories which he follows. 


8. We can validate projective techniques only when they are 
applied to specific situations, under a specific hypothesis 
and when the measure can be applied to overt behavior. 


9. Projective techniques have promise, but the most optimistic 
claim I can make is that they may predict with a correla- 
tion of plus . 30. 


Now, I think such assertions or admissions as these would cause us to 
drop the matter right here except for two considerations. Ohne is the fact 
that busy professional people would not join together in a society named 
after an admittedly sterile kit of tools. The other is the essential dif- 
ference between diagnosing a clinical case and probing mass response. 

One may over-simplify by comparing a doctor's estimate of your own 
individual life expectancy with his vital prognostications on all of us as 
agroup. The latter problem can surely be attacked with greater 
assurance. 


Taking the clinical specialists on their own estimates, we conclude 
that projective techniques add only a little to their diagnoses and almost 
nothing to prognoses or forecasts. This situation holds even though they 
are 1) highly trained operators, 2) doing their own interviewing 3) on a 
captive sample 4) highly motivated to cooperate. Their problem is to 
identify the pattern of motivation and correct it. There would be little 
justification for seriously attempting to fit these techniques to our 
marketing problems of motivation were it not that we can settle for 
even smaller gains in understanding the individual, especially if the 
prospect of accurate mass interpretation is somewhat better than the 
individual diagnosis. Despite the variables in individual behavior, there 
is some assurance that group behavior will fall into a statistical pattern. 


Now, we come to the question of application. Just what advertising 
and marketing problems are being attacked through methods patterned 
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after the clinic, what methods are used and what is the level of research 
operations now in progress? 


I should like to make one brief observation before going into specific 
examples. Many of our present problems of motivation research are not 
concerned with major forces such as basic urges or desires. You don't 
need ingenious techniques to discover such basic motives as sex or hun- 
ger. Instead we are confronted with relatively small elements which 
may determine a competitive brand choice or the sale of gadgets tied in 
with some new whim. Today we don't buy bread, but we buy enriched 
bread or Hollywood bread or Pepperidge bread. We don't just buy a 
good automobile, but we must have low European lines or a dozen 
square feet of chrome. Who would have anticipated the day would 
come when we would buy foods that aren't food or beer that isn't beer, 
or special products that enable you to "do it yourself" instead of doing 
it for you! 


The American consumer has found it relatively easy to select and 
pay for the things he really needs. It takes a rapidly shortening work 
week to feed the hungry family. Less work time means more time to 
spend for pleasure, and wages have increased to provide the extra 
dollars to pay for pleasure producing products. At the same time, 
expanding communications have increased the means of stimulating 
consumers to an ever growing pattern of tastes and fancies which can 
be commercialized. And the greatest of these communications is 
television. 


The arrival of television precipitated a problem for Betty Crocker 
which provides a fine challenge to the experts in motivation research. 
Betty Crocker, we are told in a recent issue of Woman's Home 
Companion, is a symbol created by General Mills to represent a staff 
of 45 women serving the homemakers of America. Years ago, an 
artist took the photographs of the original staff of a dozen women and 
painted a composite portrait which has been used on advertisements for 
a generation. When radio needed a Betty Crocker voice thirty years 
ago, it was not difficult to select talent acceptable to the many women 
who had come to know her personality. 


But the advent of television presented General Mills with quite a 
different problem, for a Betty Crocker on television can no longer be 
an artist's composite. She must be a live actress who looks like the 
images millions of women have built up, and she must smile, talk and 
move about as Betty Crocker would. In fact, she must be many person- 
alities all at once and be ageless as well. 


As for Betty Crocker, her role had been magnified in the meantime 
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by having her name attached to a line of household appliances and later to 
millions of packages of prepared cake and other mixes. These merchan- 
dising uses drew the lady out from behind her stack of mail and moved 
her right into the middle of the sales floor. You don't have to give 
friendly advice on how to use a fool-proof cake mix. You can't even say 
itis fool-proof. But if Betty Crocker's products were to survive ina 
keenly competitive market, this gracious friend of faltering housewives 
would have to raise her voice and start to sell. 


General Mills was faced with a crucial decision as to what a sales 
assignment would do to this woman who, they believed, had come to 
mean warmth of personality, generosity, helpfulness and understanding 
tomost American homemakers. A considerable research effort was 
called for to provide management with the necessary supporting informa- 
tion. While I saw much of this research from the inside, I am reporting 
it from the outside. I can say that no expense was spared and that 
leading operators in so-called motivation research had their opportunity. 
Despite minor conflicts in their lines of reasoning, it seemed that their 
main conclusions were relatively consistent. It is not clear just how 
closely their recommendations were followed, but today Betty Crocker 
is featuring, They're NEW! They're TWO! Two great cake mixes 
from Betty Crocker." 


Cake mixes have certainly hit housewives where their pride is most 
tender. The cake comes out so perfect the family knows she didn't really 
make it herself. So Betty Crocker lets her add an egg, but she also 
adds an egg to competing mixes containing powdered eggs. In fact, she 
adds several eggs, and flavoring extract and, maybe, sour milk and 
other things. But it still isn't her cake. No longer does the teen age 
girl or the bride have the thrill of baking her first edible cake but, 
after all, her own mother never had the thrill of baking bread. Betty 
Crocker isn't too worried about this, but a competitor in the cake mix 
field is reassuring the lady by showing an almost gluttonous child 
eating cake and exclaiming, 'Mommie, I love you." Perhaps this came 
out of motivation research. 


Frankly, I don't know which of the cake mix headlines is better and 
lam not trying to draw any conclusions. I merely wish to identify one 
of the prominent areas in which clinically styled research has had a 
hand. Many current advertisements show signs of a trend, not really 
new, but probably revived and accentuated by this type of research. 

A washing detergent uses a full newspaper page to remind the house- 
wife that, by putting a few spoonfuls of this product into her automatic 
washer, she will receive appreciative caresses from her husband as he 
puts on his whiter than usual shirt. In a very different field, Life 
magazine seeks circulation through outdoor posters telling us we can 
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get Fun, Excitement, Surprise and Information - one at a time - out of 
Life (capital L). Unfortunately, I don't know whether these advertising 
themes are good, nor am I sure they have come from motivation research 
But one of our big questions, surely, is to determine whether the output 
of so-called motivation research is good; that is, does it sell goods? 


Actually, in a practical sense, there are at least three questions 
for us to answer, of which the validity of clinical techniques is only one 
A second question is whether the activities now spotlighted as motivation 
research are primarily motivation research after all. And finally comes 
a challenging question as to whether they are research; that is, are our 
investigators conducting research and is it good research? I would like 
to close with some observation on each of these three points. 


With regard to the validity of clinical methods, and of the projective 
techniques in particular, I think we all would concede at least a degree 
of validity provided we could eliminate the subjective differences in 
interpretation. This raises an extremely difficult obstacle to experi- 
mental validation. We aren't going to be satisfied just to validate the 
subjective judgments of any single operator. It will be necessary to 
validate a procedure or theories or a systematic school of thinking, 
or perhaps a combination of all of these. It will probably be a very long 
time before any satisfactory validation can be accomplished through 
experiment. In the meantime, we will have to settle for something less 
Positive and less final. 


So long as we are considering whether to use long, informal inter- 
viewing methods, in place of simpler, formal methods, we are going to 
ask such questions as these; do the more cumbersome procedures reveal 
facts not obtainable by simpler methods? are we finding out much that 
is not obvious? and, what can we do with controversial findings, 
especially where different investigators disagree? The Advertising 
Research Foundation had a good example of the use of a thematic 
apperception test in its preliminary study of comparative buying patterns 
of men and women. The projective device, employing a sketch of a man 
and woman in front of a store was worked out by National Analysts to 
reveaB some undertones of joint shopping activities. In this case it 
developed that the projective test seemed to produce believable results, 
but it was also found that the proper combination of direct questions 
would produce a similar answer. This T.A.T. was, therefore, dropped 


for the sake of economy. 


Simple substitutions of direct questions are not always feasible, but 
I feel sure the social scientists will agree that many of the findings in 
Good Housekeeping's study of Women and Advertising could have been 
learned by direct questions, - and you might also think their discoveries 


are obvious; that women find service magazines useful, that they expect 
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the service magazines to tell them about new household products and 

that, perhaps also they would prefer a women's magazine if they could 
only have one. On the other hand, the claim that women's magazines 

are more ‘colorful’ can only lead to controversy since 'colorful' is 

such an ambiguous word. I know I am confusing you, and maybe I should 
stay out of the area of highly competitive media research if we are to 
make progress tonight. 


Controversy seems likely to arise in the reasoning behind a conclu- 
sion as well as in the conclusion itself, as we mentioned in connection 
with the Betty Crocker research. Another example was the trade press 
controversy over the Phillip Morris theme, "Less Throat Irritation." 
The simple assumption was that people who smoke like to avoid the 
punishment of throat irritation. One expert in abnormal psychology, 
assuming that what holds for the clinic also holds for normal consumers, 
reasoned that people do like to punish themselves, and that they preferred 
a cigarette which would make the punishment more bearable. But both 
concluded that "Less Throat Irritation" is a wonderful idea. 


The second (concluding) point, concerning whether most motivation 
research actually deals with motivation, can be discussed only on the 
basis of published studies. We just referred to the published report 
on Women and Advertising, which is billed as a motivation study of the 
attitudes of women towards eight magazines. Actually the entire report, 
except for an enlarged appendix, deals with specific attitudes and be- 
havior patterns. Nearly all of the data could have been arrived at, 
and much of it was confirmed, by direct questions. By contrast, the 
appendix of specific cases interviewed in the preliminary stages of the 
survey contains a stimulating analysis of women's motives in relation 
tomagazines. The report states that these detailed interviews produced 
the hypotheses which the final field work was designed to test. 


Perhaps this comment provides much of the answer to the last of 
our three questions; namely, is motivation research really research? 
Much of it is obviously exploratory, and most of the probative methods 
are poorly adapted to extensive surveys of representative samples. If 
we were primarily concerned with research to identify compelling, uni- 
versal motive forces, it would not be necessary to make surveys of the 
whole population. But, since advertisers are usually concerned with 
relatively mild whims which may determine brand choices, a represen- 
tative survey is generally required. You may argue that the extensive 
testing of a hypothesis is also motivation research, which it probably is. 
But, don't all competitive surveys start from a hypothesis, and isn't it 
aquestion, therefore, as to which group of researchers can develop 
the best hypotheses ? 
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You all are familiar with the references to "nose counting research" 
which are made by proponents of this newly popular motivational approach 
And you have probably heard of references to "hocus pocus methods" by 
those offering a rebuttal. I am inclined to agree with Alfred Politz who 
cites the unfairness of both viewpoints, and urges the adoption of a 
better perspective in evaluating both aspects of consumer research. 

If unstructured interviews and projective techniques have special value 
in exploration for ideas or hypotheses, let's make full use of them and 
of those skilled in such operations. Then, let's make sure we design 
our field surveys to provide a true test of these hypotheses on a 
representative sample of the population. 


Too often we run into the rationalization that a very selective, small 
sample in motivation study is really representative. Recently, I sat in 
on the planning of a future survey, in which great emphasis was put upon 
interviewing a representative sample, while admitting that it was not 
practical to make the sample projectivle to the entire market. So far 
as I know, the only way to insure the drawing of a representative sample 
is identical with the drawing of a projectible sample. The only solution 
is a probability sample and, if the sample is big enough, it will also be 
projectible. 


I cannot conclude on this last point without venturing into dangerous 
ground. It has been my good fortune to work in and with a good many of 
our leading research firms. The differences in their work are not con- 
fined to their respective skills in motivational work or in designing 
genuine population samples. More of the older companies specialize 
in formal interviews, to be sure, and some have gained fine reputations 
in sample selection. Recent motivation emphasis has brought new opera- 
tors as well as staff revisions in some of the older concerns. All of 
these companies, new and old, must select field workers, train them and 
supervise them. It has been my observation that if there are two research 
camps involved here, the people emphasizing motivation research do not 
show superiority in handling field operations, and they are often woefully 
lacking in fine field operations as well as in sampling methods. 


As an academic psychologist, I have often complained of the lack 
of psychologically trained personnel on the staff of prominent research 
companies and research departments. If we are to have good motivation 
research, using the term in either the broad sense or the narrower, recent 
connotation, those equipped for excellent field control must insure the 
adequacy of their exploratory operations. And, by the same token, those 
specializing in profound clinical explorations, must equip themselves to 
carry out effective, reliable field performances. 


Sometimes you get a little pessimistic when you follow through the 
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work going on in the field to produce widely publicized surveys. But I 
am largely optimistic about the future and about the progress yet to be 
made in motivation research generally. I believe we are going to learn 
better research methods, and that we may well borrow from the clinic 
providing we keep in mind two things; 1) that we are dealing with the 
normal personality, and 2) that we are not trying to correct personali- 
ties but rather to relate saleable products to consumer motivation. 
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The Limitations of Science in the Study 
and Practice of Marketing* 


Stanley C. Hollander 
University of Minnesota 


Some time ago there was a rather poignant short story in, I think, the 
New Yorker, concerning a young lady whose fondest and dearest desire was 
tomarry a physician. The individual did not matter, just so long as he 
was a doctor of medicine. In her daydreams she imagined herself standing 
ina doorway, a brave and understanding physician's wife, waving to her 
husband as he, little black satchel in hand, answered a midnight call to 
perform a brilliant operation and save a critically ill patient. Unfortunate- 
ly, the only suitor for her hand to appear upon the horizon was a C.P. A. 
But as the story ended, she sighed, shrugged her shoulders; and started 
to daydream of herself standing in a doorway, a brave and understanding 
accountant's wife, waving as her husband went off into the midnight storm, 
little black ledger in hand, to perform a brilliant emergency audit and 
save a critically ill corporation. 


Now it may be that we teachers of marketing, in our frequent return to 
the question, "Is marketing a science?" lay ourselves open, like that 
heroine, to the charge of silly romanticism. It may be that we are 
seeking to glorify a fairly prosaic activity with false honorifics. 


If so, there may be some cold comfort in the fact that we are not 
alone in our concern over our scientific status. Sociologists, political 
scientists, historians and psychologists frequently direct their journal 

| articles and their convention sessions to exactly the same issue. 
Guinzberg, writing in 1937, could refer to ''the endless controversies" 
over the subject among social scientists. 1 The seventeen years that 
have elapsed since then have brought neither resolution of the controver- 
sies, nor diminution of interest in them. 


How can we account for the widespread interest in this question? 
A portion of it may be nurtured by the desire for status; a seeking for 
the kudos that attach to the scientist in a scientific age. But isn't there 
more to this constant self-examination and probing than the mere desire 
fora favored place in the academic procession? Doesn't the question, 
"Are we scientists?" have real value, in that it sums up a number of 
important questions concerning our tools, our approach, and our 
objectives ? 


Tam indebted to Professors R. Vaile and E.H. Lewis for critical 
reading of early drafts of this paper. 


Benjamin Guinzberg, ''Science, ' Encyclopedia of Social Sciences, 
Vil, 592. 


175 


| 
F 
|| 


FRONTIERS IN MARKETING THOUGHT 


When the social scientist, in all sincerity, asks if he is a true 
scientist, he really is asking whether or not he can describe, explain, 
and/or predict the phenomena with which he has to deal. His question 
is a shorthand statement of such problems as: "Can we, and will we, 
develop hypotheses in this field, subject to test and verification; and if go 
will the formulations so developed hold true through time?" 


As the readers of the Journal well know, part of the debate over 
whether marketing is, or is not, a science has centered around the meanin 
of the term "science.'' Some would hold that the term can be applied 
properly only to disciplines involving not only the laboratory techniques 
of the so-called exact sciences, but also the degree of precision and 
certainty once attributed to those fields. Others ridicule this position, 
Saying that it means that social scientists have discovered Newton, just 
when the physicists are abandoning him for probability analysis. Some, 
perhaps, would use the term for fields having a high degree of abstraction; 
"the pure sciences," mathematics and logic. Some students may accept 
a wide range of definition, and yet insist that science can deal only with 
the physical and the inanimate, not the social. Such students would argue 
that social behavior can never be a proper matter of scientific analysis 
because human behavior is constantly being modified by past experience; 
or because the subjectivity of the human investigator becomes fatal when 
the subject matter is human; or perhaps because only a part of human 
behavior can be explained in terms of logical causation. Others argue that 
new and ingenious tools can, and are, being devised to meet these difficul- 
ties; that the subjectivity of the investigator can be utilized; and that even 
partial explanations are of value. The social science point of view holds 
that there can be many kinds of science: sciences that organize and 
describe; sciences that explain; heuristic sciences stimulating further 
thinking; and sciences that predict. This point of view does not insist 
upon determinism; it is willing to accept any improvement in the 
probabilities above pure chance. 


Nevertheless, we should be able to agree on certain minimum con- 
ditions for any "scientific" discipline. Those who adhere to a highly 
restrictive definition of science will not, I know, accept these requisites 
as sufficient conditions for the label; but, certainly, these are necessary 
condition. Ata very minimum; (1) science would seem to rest upon 
intellectual activity, as distinguished from emotion, intuition and revela- 
tion; (2) science must seek truth, in that it must try to get as close to 
reality as possible. 


If we accept the pursuit of truth by intellectual means as a requisite 
of science, the question "Is marketing a science?" leads us, particularly 
those of us who teach marketing, to a very painful and awkward problem. 
The difficult question for us is to define marketing. The problem arises 
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because there are strong distinctions between business and science. 
Business can, and does, use science; and probably should use it to a much 
greater extent. Science looks to business for support, and as Jueck has 
pointed out, for indications of need. Quite possibly much closer liason 
would be fruitful. There are many points of coincidence and contact 
between the two fields. But even though as professors of a business 
subject, we might like to be both businesslike and scientific, we can do 

so only by skill in playing two very dissimilar roles. 


I suspect that, to our very great disadvantage, we sometimes try to 
avoid the dilemma by pretending it doesn't exist. It is amazing how 
seldom we ask, "What is marketing?" Professor Hutchinson has divided 
the field into practice, research and teaching, but that still leaves us 
with the problem of what is this "marketing" that we teach.2 Churchman, 
who comes to us from another discipline, has said that determination, in 
auseful sense, of what we mean by marketing is a real problem, but he 
reserves its resolution to the future. 3 McGarry, by raising the question 
of the "function of marketing", is one of the few to worry, actively, about 
the problem. 4 


If we are asked point-blank as to our objectives, we tend to decry the 
vocational, and to insist that we are not very much interested in the 
making of profits. For example, look at a study of marketing faculties 
made by Bader and Hotchkiss about twelve years ago. This particular 
study perhaps left much to be desired from the standpoint of design and 
execution but it did point up an interesting attitude. When asked; 

"In your teaching of marketing, which of the following objectives seem 
to you important?" only 19 out of 84 respondents checked: "To teach 


Kenneth D. Hutchinson: "Marketing as a Science: An Appraisal", 
The Journal of Marketing, January, 1952, pp. 286 ff. 
3c. West Churchman, "Basic Research in Marketing" in Reavis Cox, and 


Wroe Alderson, Editors, Theory in Marketing, Chicago, Richard O. 
Irwin, 1950. 


ED. McGarry, "Some Functions of Marketing Reconsidered" op. cit. 


“attitudes of Teachers of Marketing toward Consumer Grade 
Labeling, " Journal of Marketing, January, 1942, pp. 274 ff. 
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students how to sell more goods." and only 38 checked "To show how 
marketing operations can be conducted profitably.'"' But 64 checked: 
"To show how marketing operations can be conducted with benefit to 
consumers, '' and 79 checked ''To give students a thorough understanding 
of the functions and methods of marketing under the present system." 
Interestingly enough, although only 38 teachers in the group were willing 
to mark instruction in profit-making as one of the important objectives 
of their teaching, 73 considered it important ''To show how marketing 
operations can be conducted efficiently and economically," indicating a 
perhaps sub-conscious distinction between social and acquisitive 
efficiency. If the Bader-Hotchkiss questionnaire stood alone, it would 
be foolish to belabor it into the keystone of an argument. However, we 
all know from our own experience, from the formalized statements of 
purpose that appear in our business school catalogs, and from such 
studies of university education for business as Leverett Lyon's 
Education for Business § and Marshall's The Collegiate School of 
Business? that avowed attention to profit-making is rather studiously 


avoided. 


Our behavior is somewhat different from our announced intentions, 
however. If one looks at our examinations, our course work, or our 
textbooks, (particular in what we like to call advanced courses, i.e. 
retailing,advertising and sales management, ) one finds much attention 
to profit-making. We meet in an association with businessmen, and not 
merely for the purpose of examining them under a microscope. And 
surely our students come to us with the expectation, if they have any 
pleasant expectations at all, of learning how to make money. 


Now I submit that we could do a better job if we would more clearly 
distinguish between the social and the acquisitive aspects of our subject. 
We do our students a great disservice if we try to teach them that the 
way to business success is to become a junior scientist. And I do not 
think that we will ever convince the businessman that he is running a 
laboratory. Let us rehearse some of the point of variance between 
business (as a profit making, if not a profit maximizing, activity) and 
science (as a pursuit of truth by intellectual means. ) 


1). The important thing in business is not the acquisition of knowledge, 
but its utilization. "Getting things done" is a part of the way to success; 
and as has often been pointed out; a "wrong" decision thoroughly and 
vigorously pursued may be more effective than a "right" decision adopted 


SChicago, University of Chicago Press, 1922, Chap. XIV 


7 
Leon C. Marshall, Chicago, University of Chicago Press, 1928, 
Chap. I 
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without similar push and enthusiasm. One might argue that the truly 
scientific thing would be to decide upon the evidence whether to be 
forceful, enthusiastic, stimulating, or persuasive. But the art is not 
the same thing as the analysis. 


Some years ago Ely Culbertson, seeking to publicize an autobiography 
describing himself as a great scientific lover, bridge-player and diplomat; 
announced that, after several weeks of intensive and scientific reading and 
thinking about the golf swing, he anticipated breaking eighty on his first 
round. Naturally, he didn't succeed in breaking eighty; but he did 
publicize the book. Persuading or driving people to do things is some- 
what like driving a golf-ball, in that both call for a technique as well as, 
or in preference to, an analysis. 


2) The desire for exact solutions characterizes the scientist rather 
than the businessman. No one can ever be abSolutely certain of any 
conclusion. The scientist, like the businessman, must draw samples 
from hjs universe, and hope that his selections are truly representative. 
At some point he must leave his experiments and generalize from the 
results received on the way. And social scientists have been, perhaps, 
particularly prone to generalize from insufficient data. But deadlines 
should never, in the ordinary course of things, seem as pressing to the 
scientist as to the businessman. The need for action, the willingness to 
"take a chance," and the lower requirements of surety found in business 
seem to mean that for many years to come businessmen will measure 
evidence by different standards than will true scientists. 


3) Closely related to the emphasis on action is another point raised 
some years ago in a perceptive Journal of Business article entitled, 
"The Academic Mind in Business,8. That is, that science encourages 
independence and even stubborn obstinancy in logical thought processes. 
Business, on the other hand, frequently relies upon conciliation and 
compromise. It is true that team research is becoming more and more 
important in scientific investigation these days, but the growth of team 
techniques does not mean that science can accept an attitude of “let's 
split the difference." A willingness to beat strategic retreats, when 
necessary, may be useful to the businessman, but not to the scientist. 


4) The stubborn objective insistence upon truth that supposedly 
characterizes the scientist has, at least, some difficulty in squaring with 


8 
J. Don Miller, April 1947, pp. 146 ff. 
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another aspect of business, and particularly, of marketing; promotional 
puffery. To what extent can we quarrel with Geller's comment: "The 
honest advertiser, when queried, will admit without any hesitation that 
advertising is not intended to be objective or impartial, but on the contr, 
is meant to be strongly biased according to his commercial interests. "9 
Of course, the argument can be advanced that one can be quite scientific 
about one's puffing. But are there not great difficulties in switching from 
one role to the other? 


5). While the cooperative techniques of businessmen, as mentioned 
above, may diverge from the scientific approach; their competitive 
behavior is even less scientific. To quote Norbert Wiener: 


". . we have an aphorism of Einstein's which is more 
than an aphorism, and is really a statement concerning 

the foundations of scientific method. 'The Lord is subtle, 
but he isn't simply mean.' Here the word 'Lord' is used to 
describe those forces in nature which include what we have 
attributed to his very humble servant, the Devil, and 
Einstein means to say that these forces do not bluff . . 
Nature offers resistance to decoding, but it does not show 
ingenuity in finding new and undecipherable methods for 
jamming our communication with the outer world. 


"This distinction between the passive resistance of nature 
and the active resistance of an opponent suggests a dis- 
tinction between the research scientist and the warrior or 
game player. The research scientist has all the time in 
the world to carry out his experiments, and he need not 
fear that nature will in time discover his tricks and methods 
and change her policy. Therefore, his work is governed by 
his best moments, whereas a chess player cannot make one 
mistake without finding an alert adversary ready to take 
advantage of it and to defeat him. 10 


Among all of the elements that make up business administration, 
marketing, in at least some of its aspects, would seem to be closest 
to Wiener's concept of war and chess. It is here that new and in- 
genious methods for Jamming communication and hindering decipher- 


9 


Max A. Geller, Advertising at the Crossroads, New York, The 


Ronald Press Company, 1952, p. 5. 


10 
The Human Use of Human Beings, second revised edition, Garden 


City, New York, Doubleday Anchor Books, 1954, pp. 34-5. 
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ment seem most likely to appear. Competitors probably change their 
marketing strategy and, particularly, their promotional techniques far 
more frequently than they do their manufacturing methods. From time to 
time, to cite extreme cases, we even hear of firms ruining competitors' 
market tests by throwing special advertising appropriations and extra 
promotional effort into the cities where those competitors are trying 

out new products or new techniques. 


Although Alderson and Cox were concerned with a somewhat different 
aspect of the problem in their essay; ''Towards a Theory of Marketing, " 
they said something that touches very closely upon Wiener's position: 


"Yet again, marketing men know that for some purpose, the 
most meaningful analysis emerges when, contrary to the 
most usual custom among economists, emphasis is put 
upon cooperative rather than competitive behavior. 
Economics as a pattern of mutually inter-acting and 
supporting activities directed toward accomplishing a 
common over-all task, is a concept as valid as the one 
that emphasizes rivalry and competition in efforts to gain 
individual advantage. For an understanding of marketing 
as a social instrument, it may be the essential concept. "11 


The point raised by Alderson and Cox suggests both the need and the 
opportunity for further fruitful study. Attention could, I think, be devoted 
profitably to trying to determine the actual relative importance of 
competitive and co-operative behavior; and to determining the signifi- 
cance of such kinds of behavior at our two levels of analysis. 


6). The sharing of information is, perhaps, a case in point with 
regard to the distinction between science on one hand, and marketing 
as a business on the other. We have all learned in recent years that 
science can progress, at least in application, under conditions of secrecy. 
Whether basic science can do so, for long periods, may well be another 
matter: 


Modern methods of investigation depend upon a vast 
system of learned societies, communications and 
publications which make the results of any man's 
research very soon available to all others interested. 
Also through numerous records and libraries, different 


11 Journal of Marketing, October, 1948, p. 141. Wroe Alderson and 
Reavis Cox. 
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generations can utilize such work of their predecessors 
as did not find immediate application. 12 


Now, of course, the American Marketing Association, the Journal of 
Marketing, the statistical activities of many of our trade associations, 
Revzan's Classified Marketing Bibliography, etc. are all evidence of 
highly developed channels of inter-communication in marketing. But 
do we exchange the sorts of information that are of greatest interest to 
the businessman, as distinguished from the interests of the social 
scientist? Will sales managers demonstrate their techniques to their 
competitors as freely as do production managers? Will the Federal 
Trade Commission and the Anti-Trust Division permit such exchanges 
of information? How typical, for example is the following quotation: 


The big question for marketing and advertising executives 
now is whether motivation research is as good as the 
claims made for it. The answers depend pretty much on 
your sources. However, it is next to impossible to check 
on the validity of many claims. The organizations hip- 
deep in CMR are willing to discuss basic concepts, but 
their contracts with their clients force them to clam up 
when asked for actual case data. Comments from manu- 
facturing companies who have used or are using CMR 
material run like this: ‘Confidential. . . not interested 
in having any original material published,' 'These 
activities are very expensive . . . highly competitive 
business. . . reluctant to divulge specific findings', 
‘Reluctant to handle this material in a way which will 
make it available to others in our industry. '13 


Here again is a fruitful area for study. 


The distinctions between business and science, noted above, are in 
great part differences of degree rather than differences of kind. But 
if, as we must, we consider science as a matter of probabilities rather 
than of certainty, of "more or less" rather than "either, or", then we 
must grant great significance to differences of degree. 


However, in spite of these important distinctions between business 
and science, we must remember that something less than an iron curtain 


12Morris Cohen, "Method, Scientific,"" Encyclopedia of the Social 
Sciences, V. 394. 


13jJames K. Blake, "Consumer Motivation Research, ' Dun's Review and 


Modern Industry, July, 1954, pp. 31-2. 
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separates the two fields. Appreciation of the distinctions should not blind 
us to the opportunities for communication and co-operation between the 
areas. At this point, we are somewhat in the position of a recent writer 
on the applications of electronic computation.14 This writer first 
pointed out that the machines that had proven so useful to laboratory 
scientists might not be too helpful to businessmen because of the great 
differences in their problems. She noted that scientific problems usually 
involve a great deal of computation on relatively small amounts of data, 
whereas businessmen usually are interested in relatively small amounts 
of computation applied to relatively large amounts of data. Having drawn 
this rather sharp distinction between the two areas, she then went on to 
show how the machines developed for scientific use could be, and were 
being, adapted to business purposes. Similarly, after noting the distinc- 
tions between scientific discovery and acquisitive activity in marketing, 

we ought to consider how, even so, basic research and science can be 

of use to the business of marketing. We all know even today how useful 
many scientific techniques have become in business application. We can, 
rather confidently, look forward to increasing application and additional 
techniques. But there is more to be done. 


For, if we are interested in profit-making, and will admit to it 
frankly, we can conduct basic research that might prove fruitful. We 
now gather much information about isolated segments and isolated 
activities in marketing. But why do we not try more often to relate our 
studies to the relative profit-making abilities of the firms studied? Or 
try to see how growing firms differ from stagnant firms? The real 
question, from the acquisitive standpoint, is not, for example, how 
many firms use magazine advertising, but how does the use of magazine 
advertising affect the firms' profit positions. The NRDGA approach of 
attempting to derive "goal" as well as "typical" figures is a step ina 
direction which should have been pursued further by more of us interested 
inprofits. Mortality studies seem to have gone out of fashion; but if we 
do really want to help our students achieve business immortality we 
ought to return to the questions involved in such studies. More atten- 
tion to the true nature of successful and unsuccessful entrepreneurship 
would be useful. 


Also, from both an acquisitive and a social standpoint, we might well 
be interested in the question of whether business becomes more or less 
scientific as it grows, both in age and size. It may well be that the 
large and established company is less "competitive" and more "scientific" 


‘Mina Rees, "Computers: 1954," The Scientific Monthly, August, 1954, 
pp. 118ff. 
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than the new and struggling firm. Does the willingness, and the oppor- 
tunity, to share information increase or decrease with growth of either 
stability or concentration? How, and in what ways if at all, does the 
importance of "flair'' or of personal drive wax or wane with changes in 
corporate size? From the social viewpoint, such studies might lead 
to rather interesting reflections on current valuations of competition, 
oligopoly and monopoly. From the acquisitive viewpoint, it is conceiy- 
able that such information may be useful in helping to predict chances 
for success. 


The student of marketing, as scientist, however, comes into his 
own when he switches his attention from the acquisitive to the social. 
Note. how many of the difficulties enumerated above diminish in import- 
ance as the point of view is transfered. "Innovation and extravaganza," 
which, as Vaile has indicated, may be so important in the activities of 
one businessman vis a vis another, fall into a more easily handled 
position when viewed on an over-all basis. 15 Commercial secrecy 


may still place a stumbling block in the path of the investigator, but the 
questions asked by the social scientist are less likely to evoke conscious 
efforts to hide the answers than are the questions asked by competitors. 
While the difficulty of maintaining objectivity will be a problem in any 
study conducted by mortals, at least some of the temptation towards 
subjectivity declines as "truth" rather than "profits'' becomes the 
goal. The pressure of deadlines lessens, and sufficient leisure may 
be obtained to maintain perspective. Stubborn independence in thought 
becomes an asset, rather than a mixed blessing. It is the social 
scientist, rather than the businessman, who can best accomodate that 
queer scientific attribute: ''an irrational passion for dispassionate 
rationality." 


The great problem facing social analysis is the question of values. 
There is some debate and obscurity surrounding entrepreneurial and 
corporate goals: are they matters of profit, size, power, service, 
honors, or as is more likely, some combination thereof? But 
business motivation is relatively clear cut, as compared with 
questions of social desirability. What do we mean by social produc- 
tivity, for example. Frankly, I am very happy that this particularly 
thorny question seems to fall more into Professor Cox's portion of the 
program today. However, we cannot escape the fact that in social 
analysis, value is going to be one of our most important problems. 
This will be true whether we consider our sciences to be prescriptive 
or descriptive. 


15" Towards a Theory of Marketing - A Comment", Journal of Marketing, 
April, 1949, p. 520. 
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But something else also seems true, and that is, the problem of 
values is not fatal. As you know, some philosophies developing out of 
Dewey and Springer hold that values themselves can be determined 
scientifically. As a recent advocate admits, this is probably the view of 
only a minority of social scientists. 16 The majority position seems to 
be that each of us will have to take his values as "givens" and proceed 
from that point. But even in the latter case and even if our valuations 
are something less than or different from scientific, there obviously 
remains much useful scientific work for us to do. 


It is most certainly not the function of this paper to suggest that the 
A.M. A. ought to vote as to whether we should concentrate on social 
productivity, acquisitive efficiency, or the relations between the two. 
It is to suggest that when we, as individuals, decide where we want to 
go, we improve our chances of getting there. And to point out that 
whatever scientific tools we possess, or are likely to develop, are 
likely to take us farther in social than in acquisitive study. 
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Discussion 


William C. McInnes, S. J. 
Weston College 


Prof. Hollander has developed the interesting thesis that the limita- 
tions of marketing arise from the difference of the objects surveyed by 
business and science: marketing practice is concerned with profit- 
making activity while marketing theory is interested in truth-seeking 
activity. He has suggested that a reconciliation of objectives would help 
to close the gap. The aim of this paper is to set forth an alternative 
approach to this same problem of the limitations of science on the theory 
and practice of marketing. I would like to propose that the limitations of 
science may spring not from the object surveyed by practitioners and 
theorists, but rather from the way in which it is surveyed. Secondly, that 
the reconciliation of theory and practice can perhaps be made more effec- 
tive not by substitution of procedures but by their differentiation. 


The primary object of interest to both the businessman and the theorist 
of marketing is the same observable phenomenon. That phenomenon is 
nothing else than the market. The businessman works the market; the 
theorist studies the market. The market is the massive fact confronting 
both. It is the market which constitutes the problem; it is the market 
which is the keystone of all investigation; it is the market, whether seen 
from the turbulence of a competing firm or from the seclusion of a 
university, which is the solution to all difficulties and the test of all 
theories. Hence the most facile answer for one inquiring about the 
mysteries or nature of marketing, whether he be student or businessman, 
is an answer which is deceiving in its simplicity and yet profound in its 
implications: marketing is dealing in the market. 


As an object of interest, the market has many limitations. These 
limitations, though, press equally on the businessman and theorist. 
They arise not so much from the object itself as from man's ignorance 
of the nature and pheomenology of that object. In our present stage of 
progress neither the theorist nor businessman knows enough about the 
iner workings nor the outer appearances of the market to control or 
comprehend it completely. 


Perhaps economic theorists have done as much as anyone to solve 
this difficulty, and yet their comprehension is far from adequate, as 
anyone can attest who has read over the concepts proposed by these 
theorists as to the nature of this phenomenon. The businessman feels 
this inadequacy most of all. The theorist may be able to say: Let us 
prescind from the nature of the market. Let us attempt only to treat 
it scientifically, as the natural scientist treats electricity, by assuming 
that such a phenomenon exists and then trying to study its quantitative 
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manifestations. But the businessman confronts this phenomenon in its 
entirety, in all its aspects, both quantitative and qualitative. He cannot 
prescind. Even if he doesn't know what the market is, he must act with 
the best information he can scrape up. 


Not only the inner nature of the market, which properly lies beyond 
the scope of science, but also its quantitative manifestations are 
shrouded in mystery. They too are a consternation to the businessman 
and a confusion to the theorist. 


One reason for this is the vitality of this phenomenon we call the 
market. This vitality is expressed both in the dynamism and multi- 
dimensionality of the market. Dynamism is the characteristic of living 
things. Since the market embraces human activity working: with scarce 
resources, we should expect to find the object of our interest constantly 
growing, expanding, shifting. This dynamism has discouraged some 
from admitting the possibilities of any kind of science about human 
activity. 'One of the reasons why the social sciences aren't sciences 
at all," writes the author of Science is a Sacred Cow, "is that there 
isn't anything fixed or constant about what they are studying. Other 
sciences are in sharp contrast: they study something that is definite 
and stays put..."! Prof. Hollander has shown in quoting Wiener 
that the parlaying actions and adaptations of human beings in social 
interplay is a difficulty not met with at all in the natural sciences. 

On a less elevated but not less vocal level, we sometimes hear the 
complaints of the practical man of business who is perplexed and dis- 
mayed by the actions of ''the market.'' Dynamism is something agoniz- 
ingly real to him, a fact which is not always recognized by the theorist 
who knows the market from statistics and history rather than from 
direct contact, and who is sometimes prone to confuse the records of 
the phenomenon with the phenomenon itself. The statistics published 
by the trade journals and market research agencies in these past few 
years have given vivid testimony to this dynamism, and yet those 
figures are but shadows of the real thing. It has been pointed out by a 
noted natural scientist that the pointer readings of science have as 
much resemblance to reality as a telephone number has to a subscriber. 
The same might be said of the marketing data we possess. Itisa 
blueprint but it is not a reproduction of the event. 


2 


1 Anthony Standen, Science is a Sacred Cow, p. 146 


2sir Arthur Eddington quoted in J.W. Sullivan, The Limitations of 
Science, p. 141 
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Besides being dynamic, the phenomenon on which both business and 
science focus is also multi-dimensional. Hers is where I believe the 
inadequacy of much economic theory for marketing appears, for it is 
often too abstract or wrongly focused to handle marketing problems. 


Economics is highly abstract, especially in its mathematical expres- 
sion. Alderson has suggested that the concepts of demand and supply are 
far too generalized for marketing analysis, and so he has substituted 
the concepts of effort and opportunity. 3 Econometric models often 
have little resemblance to reality. Even more important than abstrac- 
tion, however, is the difference of focus. Economic theory which 
centers on valuation, for example, has not met problems which are of 
great concern to the businessman, -- such problems as physical distribu- 
tion, communication of knowledge, conveyance of title, routinization of 
activities, automation of process. To abstract from them in such a 
way is, of course, perfectly legitimate, but it does impair the usefulness 
of economic theory in explaining the modern market, or at least it leaves 
itopen to supplementation. Economic theory which focuses not on the 
market as its prime object of interest, but on the allocation of resources, 
on income distribution, on production, on the heterogeneity of demand 
and supply, on the individual firm, are not for that reason invalid. 

Ithink we are justified in saying, however, that their usefulness for 
marketing is limited. Actually since these theories were not intended 
to solve the problems in which we are interested, they cannot be 
criticized in any way by us. But since our concern is the market, it 
does follow that we must develop our own approach which will provide 
the tools to solve those problems. 


From the above exposition it can be concluded, I believe, that there 
isno disparity in the object of interest to the businessman and the market- 
ing theorist. Though the fact is a stubborn one, it remains the primary 
fact. The limitations are not in the object observed, but in the understand- 
ing of the observers. 


This brings us to the second point of our discussion: the approaches 
tothe problem. On this phase the observers part company. Their methods 
and their instruments differ radically. After a summary contrast of 
these methods, therefore, I shall attempt to outline the methodology of 
the theorist in order to reveal some of the limitations of science which 
touch this particular sphere of observation. In the exposition I think it 
will become evident that such limitations as are found in this methodology 


Wroe Alderson, "How to Solve Marketing Problems,'' Cost and Profit 
Outlook, August, 1953 (Alderson & Sessions) 
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are peculiar to the theoretical approach, not because of the object Studied 
but rather from the way it is studied. A discussion of the limitations of 

science on the practice of marketing I shall leave to others more compe- 
tent than I. 


The contrast between businessman and theorist can perhaps be 
described by saying that the former is an ontological enterpriser; the 
latter an intellectual enterpriser. Though both deal in the same object, 
the businessman does so by handling and synthesizing the market, while 
the theorist does so by contemplating and analyzing it. The first isa 
participant; the second a spectator. Hence the businessman has an 
imperative to action which chiefly concerns the present while the theorist 
has an imperative to knowledge which embraces historical antecedents as 
well as present relations. The accomplishments of the businessman are, 
thefefore, judged by their success as courses of action, regardless of the 
principles or information on which they are based. The accomplishments 
of the theorist, on the other hand, are based on their truth as systems of 
thought and by their logical relation to known principles and to the ultimate 
checkpoint of marketing science: the market. By his speculations the 
theorist does not in any way affect the operations of the present market, 
but by his actions the businessman is both an influencing force and an 
object of force from the market of which he is a part. 


When we descend to the particular procedures of marketing science, 
we find that the first problem is to select a methodology. This is really 
a pre-scientific act, for science presupposes a methodology; it does not 
prove it. One popular methodology has been to imitate the natural science 
approach to observable phenomens. Some epistemologists, notably Dilthey, 
Weber, Spann, and von Mises, reacting against the positivism of Comte, 
have denied the validity of the transfer, while others, following the lead 
of the logical positivists and empiricists have carried the analogy to the 
opposite extreme. The problem is a philosophical one, far too broad to 
discuss here. We can only draw two conclusions: first, that any approach 
to marketing will have some philosophical foundation, hence the important 
question is not whether there are presuppositions in our investigation, but 
how realistic are those presuppositions. Secondly, it shows us that if 
we would not be distracted and drawn deep into the sands of axiology and 
philosophy, marketing must be content to be a superstructure built on the 
foundations of postulates. "It is the grand aim of all science," according 
to Albert Einstein, "to cover the greatest number of empirical facts by 
logical deduction from the smallest number of hypotheses or axioms." 


4albert Einstein quoted by Lincoln Barrett, The Universe and Doctor 
Einstein, p.122. 
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This indeed is a desirable goal for science, but since marketing covers 
put one small acre of reality, we can only be content with what others 
give us and trust that by making our assumptions explicit we can at least 
point out the foundation on which we have built. 


Unfortunately for the social sciences, the postulates are not nearly 
asfirm as they are in the natural sciences, hence must be used more 
cautiously. The impetus to natural science came in the Renaissance 
from the acceptance by a large number of investigators of a new 
cosmology. But the social sciences, which deal not only with scarce 
material goods but also with man, rest not only on cosmology, but 
also on biology, psychology, anthropology, sociology, ethics, etc., and 
so have no such concrete foundation. The natural sciences have even 
reached the stage today where there can be reflections on the foundations 
of science itself, but the social sciences have not even reached the stage 
of integration, let alone reflection. This, however, takes us far deeper 
into the philosophy of science than we can go today. 


The first task for the marketing theorist is to gather the facts of the 
market. His first move is to observe. This he does not do haphazardly, 
but systematically. This is the first characteristic of the scientific 
approach. ''Whatever else science may be it is an attempt, by means of 
aregulated and controlled method subject to errors which must be 
avoided if possible, to achieve a systematic knowledge of a certain 
subject matter."5 Systematization, however, implies selection, and 
selection in turn implies a criterion of selection. 6 Here is where the 
inadequacy about the nature of the market first appears as a block to the 
work of the theorist. It is easy enough to say that the obvious criterion 
of selection must be whether this is a market fact or not, but this already 
presupposes that we know what a market fact is. We have not yet developed 
ameaningful "balance sheet'' for the distillation of our data, and our slow- 
ness in doing so, it seems to me, is due to our inability to decide what 
elements should be entered upon one. This is a major hazard to theo- 
retical procedure. We have no adequate criterion for classifying 
marketing facts, nor can we develop such a criterion solely from our 
present scientific apparatus. Such a criterion is a part of the foundation 
of marketing, and the foundation does not lie strictly within the ambit 
of scientific investigation. 


*C. Benjamin, "Philosophy of the Sciences", in Vergilius Ferm (ed. ) 
AHistory of Philosophical Systems (N. Y.: Philosophical Library, 1950) 
p. 542. 


Soe, E. Bright Wilson, An Introduction to Scientific Research (N. Y. 
McGraw-Hill, 1952),p. 22. 
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One possible escape is to copy the generally accepted methodology 
of science. It is not perfect, but often practical. Modern science 
recognizes rather widely that its scope of interest is limited to the 
quantitative aspects of phenomena. It is the quantity in objects which 
makes them observable and measureable, so by these norms is science 
directed. Nor is this only a defect in scientific knowledge, but also 
a virtue, for it furthers precision even though it restricts focus. In 
its infancy natural science was sometimes disposed to hold that the 
quantitative aspects of phenomena exhausted the ontological totality 
of that object. Today science has become much more self-conscious. 
It recognizes not only the possibility of other properties in objects but 
also the confinement of its own knowledge to only a part of the whole. 
This is important when comparing the approaches of the businessman 
and the theorist to the same phenomenon because to the first named 
these other properties are often significant in effecting a sale. If the 
social scientist, therefore, follows the lead of the natural scientists, he 
will realize that his science being a limited view can ask only limited 
questions and so must be judged only by those questions it can ask. Like 
the camera film which is sensitive only to light and to no other property 
of the object it records (e.g. weight), his investigation is sensitive only 
to quantity. If he transcends that quantitative aspect then he cannot 
legitimately tranafer the scientific methods he has been using but must 
develop other tegls. In the study of motivation research, for example, 
when the social scientist begins to ask "why" as well as "how," he must 
examine his methods as wel! as his conclusions. 


Fact-gathering, however, is but the beginning of science. Facts are 
gathered only for a purpose, and that purpose is to explain them. The 
theorist tries to fit the facts he discovers into some kind of pattern by 
relating the new data to areas of knowledge already acquired. This is 
"the intellectual activity" spoken of by Prof. Hollander. Another name 
for this process is analysis. It is also called interpretation. In the 
quest for meaning, this analysis has assumed three forms: interpretation 
in terms of other physical facts, in terms of mathematical principles, 
or in terms of some kind of values. Only the first two are truly 
scientific but the third is included here because some marketing in- 
terpretation has taken this form. 


An example of explanation in terms of other physical facts is the 
pith ball concept of behavior sketched out by Prof. Aspinwall, which 
draws an analogy between physical facts and marketing facts. Functional 
theories of marketing might also fit into this category. especially where 
there is no attempt to form an exhaustive pattern of functions. Thee 
theories relate marketing facts to a complex of other facts - to transporta- 
tion, to finance, to storage, etc. Such an approach is the rudimentary 
activity of formal knowledge. Hence it is popular in new fields, and 
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logically so, for the human mind naturally classifies new data into 
patterns of cognition it can most easily recognize. 


Scientists, however, have never been satisfied with merely a rudi- 
mentary knowledge of things. They usually push on to further abstraction 
and generalization, trying to isolate the common elements of more and 
more individual facts. Since quantity is that most common element in 
quantitative phenomena, and number the record of that quantity, data 
becomes interpreted in terms of numerical relations. The common 
aspects of individual facts are vulcanized together and then given 
expression by means of a mathematical structure. For some in the 
natural sciences, a knowledge of this mathematical structure is the only 
knowledge that is strictly scientific. 7 Others, though, would hold that 
"metrical precision and determinateness are the ideals towards which 

all science may aspire; they are not, however, the hallmark of useful 
science."8 An interesting point to observe here is that mathematics 
today recognizes that for any finite set of facts a whole series of finite 
hypotheses can be formulated, all of them true. Thus there can be 
different explanations for any given phenomena.9 This is a further 
application of the principle that "no science can be a complete description 
of actual phenomena."10 The explanation is a product of the mind and 

not of the object, and no one explanation is exhaustive in the sense cited 
above. The practical conclusion to be drawn from the exposition of this 
limitation of scientific procedure is that merely because the formulation 
ofa theory in marketing differs from some other theory is no reason 

to conclude that either or both are true or false. The recognition of 

this limitation is, I believe, basic in approaching marketing theory. 


A third type of explanation relates marketing facts to some kind of 
non-scientific postulates. The attempt to analyze market behavior in 
terms of profit seeking goals is an example. Alderson has proposed "a 
power principle" as a key concept of analysis in one of his approaches 
J. W. Sullivan, op.cit., p. 141 


SBernard Barber, Science and the Social Order (Glencoe: Free Press, 


1952), p.17. 


"Wilson has a good illustration of this principle in op. cit., p. 29. 


10 
Gerhard Tintner in American Economic Review, September, 1954, 
p. 667. 
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marketing. 11 Sgome of the principles of Commons' on the going concer, 
the transaction, and on similarities and dissimilarities, which are used 
by some institutional theorists, fit here. The difficulty in handling thege 
explanations is that once again we are forced outside the domain of 
scientific explanation, hence we can neither affirm nor deny them on 
purely scientific grounds. These, too, are parts of the foundations of 
marketing, not of its superstructure. Eventually it would appear that 
scientists would be forced to get around to the discussion of such 
principles, but when they do they will need to bring out new instruments 
which are sensitive to this type of data. The businessman is, of course, 
faced with both the foundation and superstructure. He meets the whole 
consumer and cannot prescind from any aspect in trying to make a sale. 
Perhaps his concern will be the factor which forces the theorist to push 
on into this unfamiliar ground in order to break through this limitation. 


The end product of explanation is hypothesis or theory. "It is here 
that true genius shows itself.""12 The vision, or hunch as Alderson calls 
it, 13 may only be a new way of looking at an old fact. Or it may be the 
illumination of a totally hidden set of relationships. It may be a modifi- 
cation of an older theory. (''Many of the marketing theories we hold 
today are modifications of applications of older theories"14). Or it 
may start, like Einstein's relativity theory, from brand new concepts. 
Schumpeter has labelled this act of vision ''a pre-analytic cognitive act 
that supplies the raw material for the analytic efforts."15 It rests not so 
much on scientific procedures as on the whole base of human activity. 


1lwWroe Alderson, "Problem Solving and Marketing Science," Charles 


Coolidge Parlin Memorial Lecture, 1954, p. 6. 


12Wi180n, op. cit., p. 26. 


13aiderson, 'How to Solve Marketing Problems," op. cit., p. 2. 


145 4ul Converse, "Development of Marketing Theory: Fifty Years of 


Progress," in Hugh Wales (ed.), Changing Perspectives in Marketing 


(Urbana: University of Illinois Press, 1951), p. 2. 


19 Joseph Schumpeter, A History of Economic Analysis (N. Y.: Oxford 


University Press, 1954), c.4. 
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Most theories reflect much more than scientific procedure. They 
reflect an entire outlook. Hence once again we can only conclude that it 
is not the presence of presuppositions that matters but their approxima- 
tion to reality. 


Vihen theories are formed, the next step involves testing them, the 
details of which lie outside the scope of this paper. Here we only point 
out that without theory there can be no testing, for there would be 
nothing to test. The limitation that appears here is due to the lack of 
material to test rather than to the lack of instruments for testing, though 
the latter are by no means perfect. But until we are more satisfied with 
our methodology then we must remain unsatisfied with our instruments 
which apply that methodology. Even prediction is unimpor tant if there 
isnothing to predict. It is through experimentation and prediction that 
theories are refined, but formulation must always precede verification 
and refinement. We have the fact of the market as the check on all our 
work, but the verification must wait on the attempto to theorize. 


In summary, then, this paper has tried to outline the view that both 
the businessman and the theorist have as their major concern the same 
observable phenomenon: the market. But their approaches to that 


object must differ. By analyzing the procedures used by the theorist 
in approaching the market, I have tried to show that the limitations in 
marketing arise not from the object of study but from the way in which 
itis studied. The science and practice of marketing are not inter- 
changeable but complementary approaches to the same problem. The 
failure to recognize this complementarity, I believe, constitutes a 
greater limitation that the differences in the approaches themselves. 
Business uses a theory of science, but it is not science; theory is 
based on the facts of business but it does not employ the methods of 

the businessman. The reconciliation must come, therefore, not from 
attempts to absorb one another but in concentrating on what each can do 
most efficiently. 


Practically I would suggest that businessmen might profit by apprecia- 
ting more the importance of theory and patterns of explanation. The 
perspective of the theorist is often wider than that of the active participant 
inthe market; it extends not only to the vital fact of the present, but also 
to its historical precedents and its future implications. 


The theorist, on the other hand, certainly must try to keep in contact 
with the object of his study. Only the businessman has that intimate 
contact with the market which must be the check of all theory, if it is 
not to be pure imagination. Though he cannot hope to exhaust that 
phenomenon, still he can hope to push back the frontiers much farther 
than we have, nut by turning his study into an attic for stale market 
facts, but by making it an intellectual laboratory. Much remains to be 
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filled in by historical studies of marketing thought, of marketing action, 
We need a re-reading of economic theory in the light of marketing theory. 
We need more integration and pooling of knowledge. We need more 
exploration in the spirit of Beckman and Engle on wholesaling, of Cox, 
Alderson, Grether, and McGarry on general theory, of Borden on 
advertising, of Lucas on psychology in advertising. Thus I would agree 
heartily with Alderson's contention that "it is necessary to be more 
theoretical in marketing in order to be more practical. "16 


It has not been my intention to paint a dark picture of marketing. 
I have centered on the frontier problems, not on the safer grounds of 
established opinions. in the former areas, the hazards loom large, but 
they are not insurmountable. Marketing is young. The work of fact- 
gathering, classification, generalization, and theorization cannot be 
accomplished over night. It takes time and patience - and persistence. 
Recently Stouffer reported that "only a few hundred research studies are 
reported annually in sociology as compared with more than 20, 000 
studies summarized annually in Biological Abstracts." 17 Schiff reportej 
only 27 doctorates in marketing from 1951 through 1953.18 We are 
dealing with an infant science. 


Meanwhile the incontrovertible fact of the market stares us all in the 
face. It is the source of our problems, yet it is also the source of our 
integrity as marketing scientists, for it is our checkpoint. It is the 
source of our confusion because its totality can never be completely 
exhausted, and yet for this same reason it is the source of our individual- 
ism. For the businessman and for the theorist it is the massive fact. 
And to whom will it mean more? The answer to that interesting question 
depends, I think, on whether the businessman by his actions can raise 
more problems than can be explained by the theorist with his devotion 
to truth. 


16Wroe Alderson, "Problem Solving and Marketing Science, ' 


175 Stouffer, "Some Observations in Study Design, ' American Journal 


of Sociology LV:4, 1950, p. 355. 


185 Schiff, "Thesis in Marketing, 1951-1953", Journal of Marketing, 
XIX (October, 1954), pp. 170-171. 
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THE SIGNIFICANCE OF MARKETING GOALS 
FOR STUDENTS OF MARKETING 


Reavis Cox 
University of Pennsylvania 


Problems of definition and concept. 


It is well in accord with tradition that, although the general topic for 
our meeting today is marketing theory, what I have planned to say 
impinges very little upon what Professor Hollander and Father McInnes 
have said. So I should like to precede my planned remarks by under- 
scoring and elaborating two of Professor Hollander's points. 


The first of these is that many of our difficulties in discussing theory 
in marketing arise out of disagreements as to what we mean by "science" 
and "marketing", to which I should like to add "theory" itself. Each of 
these words has many accepted meanings; I doubt whether we can ever 

get general agreement to concentrate on one definition to the exclusion of 
all others, substituting different terms for the remaining meanings. It 
seems doubtful that we should even try to get such an agreement. We 

face a conflict between the economy of conducting communication with 

as few symbols as possible and the economy of having each symbol convey 
as precise an idea as possible. A separate term for each idea might 

make for less confusion; but it would burden us with an increasingly 
cumbersome and eventually unmemorizable vocabulary. 1 


The second point made by Professor Hollander that I should like 
toendorse would have us differentiate between the study of marketing 
from the acquisitive point of view and its study from the social point of 
view. To this I would add the related but not identical idea that we 

should distinguish between science as control and science as understand- 
ing. Please do not misunderstand me. The line between what is social 
and what is acquisitive is not sharp. Furthermore, I shall shortly be 
arguing that even though the immediate objective of some scientific 
endeavor is understanding, it receives public support in most instances 
only because it bids fair in the end to help us control. But the distinc- 
tions are helpful in many situations as indicating the sorts of problems 
that concern us and the kinds of solutions for which we are primarily 
seeking in a particular setting. 


See the discussion of this problem in Part One of G.K. Zipf, Human 
Behavior and the Principle of Least Effort, Cambridge, Mass. : 


Addison-Wesley Press, Inc., 1949. 
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The piecemeal building of theory. 


Professor Hollander, having suffered under my ministrations as a 
teacher, probably would agree (with you if not with me) that I have a not 
inconsiderable talent for confusing these issues or, shall I say, muddying 
these waters. SoI might well try, with some likelihood of success, to 
lay the ground for an hour or so of confused, inconclusive and therefore 
completely happy discussion from the floor. This may happen anyway in 
spite of my efforts; but if it does I herewith disclaim responsibility, having 
set myself the much more modest task of talking about a few problems 
raised for me and some colleagues in a new assignment we have under- 
taken. 


The principal idea I would leave with you today is that, in my judg- 
ment, the most fruitful way to develop meaningful theories of marketing 
is to go at the job piecemeal. Great generalizations are built upon 
multitudes of smaller ones. Each addition comes as an attempt to an- 
swer some aspect of the matter left unexplained by what has been said 
before. Perhaps only at the end shall we realize that we have indeed 
laid the groundwork for great unifying concepts and explanations that 
may some day deserve to be called the theory of marketing. 


In its most meaningful and significant form, the insistent demand 
from marketing men for a theory of science of marketing comes primarily 
from their encountering a succession of unsolved, perhaps for the moment 
unsolvable, problems. Perhaps someone asks us a question about 
marketing that we cannot answer or even work out a procedure for trying 
to answer; there is a gap in our knowledge or understanding, and we 
want to fill it. Perhaps we hear or read something said about marketing, 
and we don't believe it, or we find it confusing or self-contradictory or 
not very significant; we want to substitute statements without these 
defects. Perhaps we have only rough first approximations; and we 
want closer approximations, nearer approaches to truth. 


For illustration, recall the difficulties into which we fell yesterday, 
both on the platform and on the floor, in talking about discount houses 
and the meaning and measurement of value added by marketing, We 
simply are not equipped with the intellectual tools that will permit us 
to state very well the problem that is troubling us, much less with 
effective means for answering it. 


The demand for theory. 


From such Situations as this, I believe, comes the most widely 
spread, strongest demand for theory. It is not a vague demand for some 
noble intellectual structure, enormous in scope, majestic in proportions, 
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awe-inspiring in simplicity. Even though we talk at tim-~~ s though 
this is the only sort of thing we want, in practice we should readi 
settle for less. Deep down in our hearts we suspect that we are more 
nearly at the stage physics had reached when it was still trying to 
decide why objects fall when they are left unsupported, whether heavy 
objects fall more rapidly than Jight ones, whether the sun goes around 
the earth or the earth around the sun, and whether the planets move in 
exact circles or not, rather than at the stage when Newton could come 
upon the scene. 


Even with these limitations, we can be quite esoteric, recondite 
and abstruse, if we so desire. We can spend much time in the company 
of philosophers as they struggle with the classical problems of 
semantics, epistemology and ontology. If your mind works well this 
way, you find such endeavors amusing. You may even surprise 
yourself from time to time by coming up with something useful. 


Doing this sort of thing isn't really necessary, however. I for one 
believe that we can go a long way toward building up a respectable 
theory of marketing if we take problems as they come at us and try to 
work out ever better answers to them. I also believe that the answers 


will be sufficiently "scientific" (and perhaps sufficiently theoretical") 

to satisfy both our egos and our consciences if we always keep in mind 

and obey such simple rules as those laid down by Professor Hollander: 
First, science is an intellectual search for knowledge, rather than an 
emotional, intuitive or mystical one. Secondly, when we say that science 
seeks knowledge we mean that in some sense it seeks objective and 
verifiable truth, conclusions than can be understood and tested by others. 


All of this amounts,I presume, to arguing that we should undertake 
much more modest endeavors than trying immediately to become the 
Newtons and the Einsteins of marketing. These giants of science are 
large in their own right; but they are further magnified by standing 
upon the shoulders of countless obscure men who contributed a bit here 
anda bit there to the structure eventually fashioned by their genius. 
Perhaps we should each of us content himself with being simply a 
precursor of the great scientists of marketing. 


Iam, of course, merely describing my own present predilection. 
What I have to say in no sense condemns others for having more ambition. 
On the contrary, I have great respect for Father McInnes and others 
whose intellectual efforts in our discipline are directed toward the 
creation of a single, unified theory of marketing. Whether this is 
possible just now in my view remains doubtful; but I wish every 
success to those who want to work that way. Meanwhile, I feel, the- 
test of us should make what progress we can by trying to answer as well 


199 

rt 

e 
in 
ving 
arily 
ment 
} ing 
ing, 
or 
jome 
ions, 


FRONTIERS IN MARKETING THOUGHT 


as we can the smaller questions that come before us, generalizing only 
as widely as we can with validity, and letting very broad generalizations 
wait until someone perceives an underlying set of patterns that he can 
make manifest to the rest of us. 


Knowledge for knowledge's sake? 


Here let me digress to point out that in what I have thus far said I 
have consciously taken firm stands on at least two highly controversial 
matters. In the first place I reject the dictum that the business of the 
scientist is, in the purest sense, to seek knowledge for its own sake. 
My position is rather that we seek improved knowledge because matters 
have arisen in the course of our day-to-day work that are beyond our 
control and we want to bring them under control. This proposition is 
not so inconoclastic as it sounds. If students of our subject or any other 
one really sought knowledge solely for its own sake, they could impose 
upon themselves much easier and cheaper tasks than they now undertake. 


Consider, for example, a possible project --- determining the 
number of grains of sand lying along the Jersey beaches from Cape May 
to Sandy Hook. If we simply wanted knowledge for its own sake, this 
could be a very fruitful enterprise indeed. It would keep a large army 
of counters, computers, analyzers and theorists cheerfully at work 
for many, many years. In the course of their labors they could work 
out limitless numbers of correlations and classifications, experiment with 
widely variant census and sampling procedures, and theorize to their 
hearts' content. But no one, to the best of my knowledge, has ever 
thought seriously of doing this, much less actually undertaken it. The 
explanation, a perfectly valid one. No one really gives a whoop as to 
how many grains of sand there are along the Jersey shore. 


This statement was almost spoiled the other day when I learned that 
Archimedes in the third century B.C. became very much interested in 
the problem of how many grains of sand there were in Syracuse, then in 
Sicily, then in the entire earth. It turns out, however, that he wasn't 
really interested in sand after all. What interested him was the cumber- 
someness of the numerical notation used by the Greeks and Romans as a 
device for stating very large numbers. Since writing, say, 5,000,000,000 
or 5 x 109 in Roman numerals would necessitate writing down 5,000,000 
M's,we can see that Archimedes had a real difficulty to struggle with. 


The grains of sand were merely a convenient illustration to be used 
in describing the problem. Since the importation of Arabic numerals 
into the western world, the invention of the system of stating large 
numbers as multiples of 10 to some power or other, and clarification of 
the concept of infinity, mathematicians and scientists, insofar as I know, 
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have lost interest in sand counting. 


It is surely no accident that science is pursued most avidly in such 
disciplines as physics, chemistry, physiology and genetics, where urgent 
applied problems await solution. When we say that scientists pursue 
knowledge for its own sake, we must therefore qualify our statement 
drastically. We mean little more than that the scientist in his search 
for knowledge often concerns himself with matters that may have no 
immediate, concrete application to practical affairs in sight. But 
control is the ultimate purpose. 


The "futility'' of the search for theory. 


My second controversial stand rejects the advice so earnestly given 
us by some of our fellow students in recent years that we should abandon 
the search for a science because there is not now and never will be such 
athing. This advice seems to rest chiefly upon two arguments: the 
paucity of the scientific harvest in marketing thus far and the dogma that 
marketing is an art. Those who use the first argument are likely to 
verge on the scornful. "Surely, if this venture had any merit," they say 
ineffect, if not in specific words, ''we should by now have in hand some 
sizable nuggets of law or principle. '' We have turned over a lot of ore. 
It must be apparent to all men of good sense why the nuggets have failed 
toappear. They simply do not exist. Let us, then, forget this fruitless 
enterprise and devote our attention to matters more worthwhile. 


This kind of comment makes at least two mistakes. It underestimates 
the importance of what has been accomplished, and it fails completely 
tounderstand what I have been urging, that the flashes of genius through 
which the great truths of science emerge do not appear in a vacuum. 
Centuries of slow accumulation in knowledge and insight lie behind the 
achievements of the genius. We shall not contribute much to the develop- 
ment of an understanding, a really fundamental understanding, of market- 
ing if we confine our contribution to standing on the sidelines and scoffing 
because a few men, patient, obscure, often dull and frequently mistaken 
men, working for only a very short time have not yet built their 
structure of science very high. 


As for those who argue that science and theory have no significant 
place in the study of marketing because marketing is an art, I find them 
chiefly confusing. Some of them start out by defining "science" or 
"theory"; but they use different definitions. Others do not bother to 
define these terms, apparently assuming that everyone knows and agrees 
as to what these words mean. Either way they go on to say something 
tothe effect of, "Isn't it self-evident that we have nothing of this sort in 
marketing? Surely anyone can see that what we have here is only an 
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art!" And they do not trouble themselves to tell us what they mean by 
"art". I, therefore, find it difficult to take this criticism very seriously 
until those who make it take the trouble to tell us exactly what they mean, 


A new look at distribution. 


Now what has all this to do with the subject assigned to me in today's 
program Simply this: It leads us back to the assignment we have 
recently undertaken through which we hope to add a few more pieces to 
our store of knowledge about marketing. This assignment is to doa 
new version of Does Distribution Cost Too Much? You will recall that 
this book, written by Paul W. Stewart and J. Frederic Dewhurst and 
published by the Twentieth Century Fund in 1939, was written for the 
general literate public rather than for specialized students of marketing. 
It was inspired by widely voiced and strongly expressed criticisms of 
marketing and concluded with a set of recommendations by a committee 
of wellknown men and women as to what should be done about marketing 
in the public interest. Probably no book about marketing has attracted 
more interest or had more influence upon our thinking than this one. 


The essence of our new assignment is to decide what are the most 
significant things we can tell laymen about marketing --- its nature, its 
amount, its effectiveness, and the outlook for it --- and then to tell them 
as effectively as we can. It is in dealing with the nature and effectiveness 
of marketing that we must give particular attention to goals or objectives. 
Let us review some of the problems that arise in efforts to describe 
these two aspects of our task. 


Definitions of marketing. 


How can we best describe what marketing is all about? The most 
widely used definition of marketing probably is some variant of the one 
worked out by the successive committees headed by Professor Alexander.’ 


We have already noted that the desirability of this arrangement is 
doubtful. In practice we are likely to settle for a relatively small number 
of words, many of which carry a substantial cargo of meaning. The 
implied obligation of the user of the terms is to explain what particular 
meaning he gives it and to hold to that meaning in his discussion; the 
implied obligation of the hearer is to accept that meaning as outlining 
the matters under discussion. 


2 Journal of Marketing, XIII: 209 (October, 1948). 
"Marketing is the performance of the business activities that direct the 
flow of goods and services from producer to consumer or user. 


As a common denominator of the variant ideas of the members of the 
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Even with this limitation, the official definition of 'marketing" is not 
very good for our purposes. For one thing, it is not very accurate as a 
statement of what the authors who use it ordinarily write about. In 
practice their subsequent discussion is likely to go well beyond the 
limits it sets. Furthermore, it tempts those who use it to assemble 
what I like to call sightseers' or "rubberneck" data -- miscellaneous 
conglomerations of fact that have no particular significance or importance. 
It leaves out of account goals and objectives by overemphasizing the very 
important fact that marketing is purposive, not a conglomerate of random 
activities, like the so-called Brownian movements so important in physics. 
Marketing is a set of activities designed both by those who engage in 
them and by society as a whole to accomplish something. 


Another widely used definition says that marketing is the creation of 
time, place and possession utility. Intellectually, this is a very appealing 
definition, and it has the virtue of bringing the goals of marketing back 
into the discussion. For use in any context other than one of abstract 
reasoning based upon highly simplified assumptions, it has a very 
limited usefulness. It does not lend itself effectively to attempts to 
measure the amount of mar‘eting and the effectiveness of marketing 
by appeals to empirical data. 


Perhaps we could do something with definitions derived from the 
concept of value added by marketing, although the discussion yesterday 
turned out to be somewhat discouraging both as to significance and as to 
feasibility. The difficulties impeding the use of the concept are real and 
great. 


Marketing and economic specialization. 


As we see matters now, a more promising approach to understanding 
marketing lies along some such line as the following: We take the goal 
or objective of economic life as being to maximize the output of goods 
and services available to consumers. This position entails making 
some highly controversial assumptions but seems to make possible the 
formulation of reasonably clear concepts of the real work done by 
marketing. 


American Marketing Association this definition has something to be said 
for it. It certainly states a set of elements (perhaps the only set of 
elements) common to most of the other definitions that have been pro- 
posed. I feel, however, that the effort from which it came, although 
worthy in purpose, was mistaken and foredoomed to failure. In essence 
it was designed to persuade marketing people to agree upon a commonly 
accepted meaning and to forswear all others. This was probably futile 


and has led to the wasting of a good deal of time in debates where each 
individual has tried to persuade the others that his particular usage of 


each term was the correct one and that other terms should be devised 


for the other meanings. 


sly 
m 
ess 
es, 
ler? 
ber 
e 


FRONTIERS IN MARKETING THOUGHT 


We find a principal reason for the great rise in this country's level 
of living (as measured by the quantities of goods and services made 
available to consumers) in the high degree to which economic speciali- 
zation has been carried. We include specialization as to types of work 
done and goods produced by individuals, enterprises and geographic 
areas. Here lies the foundation in particular of mechanization. 


Marketing comes into this picture as a set of activities by which 
millions of specialists are directed and coordinated and by which 
goods and services are exchanged among these specialists to the end 
that each may have the assortment of other specialists' wares he must 
have if he is to live. In a very real sense, twentieth century America 
has made work the supposedly unworkable idea implicit in the Greek 
legend of the king who received from the gods his wish that everything 
he touched might turn to gold. He soon had to beg release from his 
boon because he found that no man can live by gold alone. 


In our society man has learned, in substance, to live by some one 
product or service alone. The gold miner lives by gold alone, the 
worker in an automobile plant by automobiles, or even by wheels or 
carburetors, alone. The college profeszor produces nothing but 
lectures, the surgeon only operations. Yet we live very comfortably 
indeed because we have something the ancient Greeks knew only in its 
most rudimentary form -- an intricate system of marketing through 
which we pass around among ourselves information as to what 
specializations are in oversupply or undersupply, break the actual 
output down into assortments suited to the needs of individuals, and 
see to it that each person gets his share. 


For our purposes marketing can thus best be described as an 
unbelievably complex web of exchanges of information and products, 
rather than as a system of flows from production into consumption. 
However, imaginative use of the flow concept can also be useful for 
our purposes. It probably will be particularly useful in any attempts 
we make to quantify the work done by marketing so that we can measure 
or count it. Here we shall have to find ways to break the various flows 
down into units of movement -- ton-miles, transactions, dollar-days 


of investment, and so on. 


A high degree of skill will be required to make clearly apparent to 
lay readers the pattern that underlies the bewildering multitude of 
details with which we students of marketing are concerned -- flows 
alternately merging and diverging as they move into and out of points 
of concentration, combination and dispersion, and ending up with 
what Paul Mazur has so well called the delivery of the American 
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standard of living to individual Americans. 3 


"Marketing" and "distribution". 


It also begins to look as though we shall find it desirable to abandon 
a well established definitional convention in the study of marketing. 
This convention says "distribution" and "Marketing" should be treated 
as synonyms. A position to this effect has been taken by the Definitions 
Committee of the American Marketing Association, since it argues that 
the two words mean the same thing and warns that "distribution" is an 
ambiguous word in any event. 4 


The reason why we may have to reject this long-accepted convention 
is that in evaluating marketing we must differentiate between the tasks 
any system of distribution must perform in a society characterized by 
high degrees of specialization and the ways in which these tasks are 
performed in a particular place and time. Any system of specialization 
entails flows of information and flows of exchange; but some of the most 
important problems of evaluation appear when we compare the various 
ways in which these flows can be organized and managed. We therefore 
need to distinguish "distribution" as the overall task from "marketing" 
as the way the task is performed in our particular competitive economy. 
We may also need to think up new terms by which to designate ways of 
handling the same tasks that are used in markedly different societies, 
such as that of Russia. 


This differentiation is important for the further reason that much of 
the criticism of "distribution" turns out to be really criticism of 'market- 
ing," as I have here used the terms. Furthermore, at least some propos- 
als for reform would find substitutes for "marketing, " although "distribu- 
tion would continue. Finally, the distinction will help us to see that 
American distribution is not a pure marketing system but a mixture of 
marketing and various types of nonmarketing. 


The effectiveness of marketing. 


Thus far in the discussion the question of goals and objectives has 
remained in the background most of the time. It moves to the foreground 
when we come to consider specifically the problem of effectiveness in 


Paul Mazur, "The Standards We Raise," Twenty-fifth Annual Boston 
Conference on Distribution: 1953, Boston: Boston Chamber of 
Commerce, 1953, p. 27. 


‘Journal of Marketing, XIII: 207 (October, 1948). 
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marketing. We can decide how well marketing does its assigned social 
task only if we know what it is supposed to do. We must emphasize aney 
our idea that marketing is made up of purposive behavior intended both 
by individuals and by society as a whole to drive toward more or less 
clearly visualized goals. 


As to this aspect of our study, our thinking thus far has been rather 
rudimentary. A few ideas may be worth recording here. We can 
conclude in advance, for instance, that the agencies of distribution 
have been handed a monumental task. We also can conclude that they 
meet one pragmatic test -- the system works well enough to keep the 
bulk of the people reasonably well satisfied. This is no mean accomplish- 
ment. It certainly is enough to justify us in dropping the defensive 
attitude so many of us seem to adopt when our discipline comes up for 
discussion with those outside. 


We face formidable difficulties, however, in measuring effectiveness 
in distribution, and particularly the effectiveness of the American market- 
ing system as against alternative systems of distribution. Here we need 
to formulate issues much more precisely than anyone has done in the past 
so as to eliminate unnecessary confusion and introduce more order into 
the debate. We need also to find ways of differentiating various meanings 
of effectiveness in distribution. Thus we must differentiate what we may 
call productivity from what we may call efficiency and that in turn from 
what we may call utility. 


We must identify and evaluate the various goals with which market- 
ing is concerned. Thus we may come up with ideas as to what con- 
stitutes optimum allocation of human endeavor to distribution as 
compared with other economic activities and try to devise ways of 
measuring progress toward that optimum. Alternatively, we can 
think of minimizing the effort required to achieve a given amount of 
distribution. We shall have to deal with such formidable concepts as 
optimizing the degree of economic specialization, optimizing the scale 
of operation by each specialized person or agency in our economy, 
optimizing the allocation among consumers of the product of our 
economy, and optimizing the degree of stability in the operations of 
marketing. How we shall handle such matters remains to be determined; 
but we have anough glimmers of light on the matter to make us optimistic 
as to the possibilities of doing something meaningful, even though we 
concede in advance that we shall not come up with complete and universal- 
ly acceptable answers. 


Approaches to a theory of marketing. 


When we have done all this (or as much as turns out to be feasible), 
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shall we emerge with a theory of marketing? As I see matters, no. 
But I believe that we shall have made another piecemeal contribution to 
the unified theory or theories we all want in due course to be achieved. 
Our particular efforts may fail, of course. Research is always specu- 
lative: it has its defeats as well as its triumphs. Insofar as it succeeds 
in this instance, it will add something worthwhile to theory. 


Most of us can at best hope to contribute only a brick or two to the 
structure some genius will build. If we can satisfy ourselves with the 
more humble approach under which each of us sees himself as con- 
tributing just a few bricks and relinquish the burning ambition to be the 
eventual Newton or Einstein who puts them all together into a great 
building, we shall be doing our proper task. And someone of us some 
day will surprise both himself and his fellows by turning out to be the 
Newton we seek after all. 
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ROUNDUP OF RESEARCH IN MARKETING 


The Decision-Making Process in Pricing 
Innovative Products, by Thomas A. Staudt, 


conducted under a research grant from the 
Alfred P. Sloan Research Fund of the 

School of Industrial Management, Massachu- 
setts Institute of Technology, Publication 
plans to be announced Spring of 1955. 


The National Bureau of Economic Research has recognized the need 
for decision-making research with respect to price determination, and 
has further noted our limited understanding of this general problem. 


"Only meager specific information is generally 
available about the pricing process within firms 

in market situations with quoted price structures. 
One of the most fruitful research undertaking would 
appear to be in this field of the process of decision 
formation within companies. 


The Bureau goes on to add: 


"since prices are an influence on, and the results of 
business decision, much more than we now know can 
be learned about the process of reaching these 
decisions. " 


This study is an investigation into the decision-making process in 
pricing products new to the market in the light of both economic and 


decision-making models. Specific objectives of the research include the 
following: 


1. Pricing Objectives 


What objectives are involved in pricing innovative products? 
Presumably, multiple and diverse objectives can be involved in reaching 
the pricing decision. For example, the recapture at the earliest oppor- 
tunity of research expenditures, long-run profit maximization, to secure 
market entry, to expand the sale of existing products through a "prestige" 
line or product, or to retard competition through price minimization. 

This is an important area in the investigation, for it is presumed that 


loost Behavior and Price Policy, (New York: National Bureau of 
Economic Research, 1943), p. 44. 
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specific objectives in the decision can materially influence the establisheg 
price. 


2. The data that are provided to form the basis 
for the decision 


An attempt is made to ascertain what information is available to 
those who make decisions. In this connection two areas have been 
singled out for special emphasis -- costs and demand. These two factors 
are believed to be the most important influences on the pricing decision. 
Both of these factors, however, lack precision. Knowledge of the 
pricing process would be considerably enhanced if one could learn what 
kinds of 'cost'' information are used by firms in formulating price 
decisions. Practices seem to differ widely between firms. Some may 
take average costs, others marginal costs. Others may consider 
budgeted costs which envisage some normal rate of operations for 
allocating overhead. 


On the demand side, little in the way of concrete measurement seems 
io exist for innovative products, yet some notions of market factors must 
exist and be taken into account in making pricing decisions. Therefore 
an attempt is made to discover the underlying premises with respect to 
cost, demand and other factors on which executive action is based. 


3. The chief pressure within the firm influencing the 


pricing decision 


The internal politics of business organizations requires more attention 
in the study of the process of price determination than is usually devoted 
to it. Representatives within various functional groups may have 
divergent views reflecting self-interest that influence the decisions 
in relation to their bargaining power. Consequently, note is taken of 
the organized representatives of special interests that impinge on 
decision-making within individual companies. 


4. Rules-of-thumb guiding pricing policies 


In many industries certain persistent patterns of policy or working 
rules-of-thumb can be identified. For example, in one industry, trade 
custom requires that capital equipment must pay for itself in three 
years out of cost savings. Therefore, first approximation of prices 
tend to be reached by this method -- i.e. if the savings are believed 
to be $300 per year, the equipment has an outer price limit of $900. 
An attempt is made to discern such rules-of-thumb and their influence 
on pricing decisions. 


210 

| 
pr 

of 
pr 
it 
eve 

6. 
unt 

in 

f 
Do 
the 
dec 
wh 
Re 

of 
Re 

inn 
am 
Thi 
tha 
pre 
the 
pro 
thr 
the 
dec 


ROUNDUP OF RESEARCH IN MARKETING 


hed | 5. The time at which the price problem emerges into consciousness 


Perspective would be added to an understanding of the decision-making 
process if some time dimensions could be ascertained for the price 
problem in relation to the various stages of development and marketing 
of anew product. Does price determination await the completion of 
product development, testing, and plans for market cultivation, or does 
itemerge in the over-all development of the new product to perhaps 
even provide guides for technical research? 


6. The nature of the decision process itself 


Attention is given to a number of questions and issues relevant to an 
understanding of the specific nature and sequence of the decision process, 
including the following: What levels of management are involved, what 
functional and staff personnel, and how is responsibility delegated? 

Does the process flow from top to bottom or from bottom to top within 

the organization? What, if any, is the sequence of subordinate 

decisions that are made to provide the basis for a final decision, and 

who ultimately makes the decision? 


Research Methods 


The research methods used in this study generally follow the proposal 
of the Committee on Price Research of the National Bureau of Economic 
Research. 


"In view of the present state of knowledge of the motivation 
and direction of conduct, it appears most advisable that 
studies of business decisions proceed along the following 
lines: case studies could reveal the kinds of calculations 
made by business executives; case studies of particular 

firms should combine qualitative material from interviews 

with statistical techniques; individual instances of action 

should be examined and not merely issues of broad policy. "2 


ition 
ted 


Action decisions involving the actual pricing process for a specific 
imovative product have been studied on a comprehensive case basis 
among firms having reached such a decision within the past three years. 
This time limitation was established so as to maximize the likelihood 

that the participating individuals in the pricing decision were still 

present within the firm, also that action has been recent enough for 

these individuals to recall the circumstances of their participation. The 
procedure within each firm involves the use of research teams to "trace" 
through depth interviews the decision through the firm, beginning with 

the senior executive officer and including each participant in the pricing 
decision. 
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Area of Influence of a Selected VHF Television Station 
by Westing, Fine, Knight, etal. Bureau of Business 
Research and Service, University of Wisconsin, 
Madison, Wis. (To be published spring, 1955.) 


Purpose 


The purpose of this research study is to provide information to adver. 
tisers and others interested in television about the extent of the area of 
effectiveness of a VHF television station, and about the relative effective- 
ness of a station at the heart and at the periphery of its area. The study 
is a cooperative effort of the University Research bureau and station 
WBAY-TV, Green Bay, Wisconsin, with full control of research and 
publication in the University group. The selected television station at 
the time of the study was the only VHF station in a sizeable market 
area in northeastern Wisconsin, contiguous to the Milwaukee area to 
the south, but otherwise isolated from previously-developed television 
areas. The station had only recently increased its power from 6 kw to 
100 kw. 


Methods 


The method of study employed was to analyze and integrate three 
different types of information: 


1. Secondary data, principally: (a) an engineer's contour 
map showing estimated signal strength at three 
different levels, (b) county data on estimated set 
ownership available from a nationwide survey made 
by the A.C Nielsen Co. for the CBS network, and 
(c) various samples of station mail received, 
tabulated on a county basis. 


Set ownership and listenership data obtained by coinci- 
dental telephone survey in five selected cities, and by 
mail ballot in eleven selected cities and in four rural 
areas. 


Sales data for the eleven selected cities for a selected 
newly-developed product (Oscar Mayer cookie dough) 
advertised only by means of the selected station for a 
six-month period. The station provided time for this 
purpose in return for agreement by the advertiser to 
make detailed sales data (by stores) available to the 
research group. 
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The method of analysis consisted essentially of intercity comparisons, of 
set ownership, listenership and cookie-dough sales among the selected 
cities. The cities had been so chosen as to be geographically distinct 

in direction and distance from the station and to cover the supposed 
station area. Certain supplementary analyses were made of cookie- 
dough sales in relation to such standard market factors as population 

and consumer spending. 


Findings 


The area of effectiveness of WBAY-TV was found to extend nearly 
100 miles to the north, and more than 75 miles to the west, but only 
about 50 or 60 miles to the south, in the direction of the major, previously 
established competing station. Low set ownership, the original limiting 
factor in the north and west, appears to have been less important than 
orientation (especially serial orientation) toward the established station 
in the south. 


At the outset of the study, an analysis of station mail indicated 
effectiveness at the periphery to be only 16 or 20 per cent of effectiveness 
at the core of the area. Set ownership adjusted for the listening factor 
indicated relative effectiveness of 35 or 40 per cent at the periphery, 
about twice the estimate based on station mail. Product-sales data 
indicated peripheral effectiveness of 100 per cent to the north and west, 
but only 35 or 40 per cent to the south. 


A clear contrast was found between cities equidistant from the 
transmitter to the north and to the south; the relative effectiveness 
in the northern cities was found to be about twice that in equidistant 
cities to the south, varying somewhat with the standard used. On the 
other hand, in the extra-peripheral area to the south (75 to 80 miles 
distant) the station mail data indicated negligible relative effectiveness 
(lor 2 per cent), while both the set ownership-listenership and the 
product-sales analyses indicated a more gradual tailing off (about 25 
per cent). 


An Analysis of the Wholesale Channels for Meat: 1929 - 1953, 
by Paul Goelz; Unpublished Ph.D. Dissertation, Northwestern 
University, August, 1954. 


OBJECTIVES 


This study of the wholesale channels for fresh meat and meat products 
proposes to answer the following questions. First, what changes took 
place between 1929 and 1953 in the utilization of these channels? Second, 
what were the forces behind these changes? Finally, which of these 
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forces are of value in estimating future developments at the wholeSaling 
level of the meat industry? 


METHODOLOGY 


This study considers mainly fresh meat which constitutes about 75 
per cent of the edible production from slaughtered cattle, calves, sheep 
lambs, and hogs. The investigation is both historical and analytical. 

‘Data are presented on the principal changes which took place within 
the wholesaling structure. These changes are then analyzed in the light 
of their contributing factors from various segments of the industry. 


For all levels of the industry, statistical data from federal agencies 
and from trade associations were supplemented by extensive personal 
interviews in, and by correspondence with, major markets throughout 
the country. 


SUMMARY 


From 1929 to 1948 the proportion of direct distribution of meat from 
packing plants to retail outlets increased from approximately 35 to 63 
per cent. Asa whole, the full-service group of agencies decreased 
their proportion of total sales from 62 to 33 per cent. Among these 
indirect channels, branch houses and independent wholesalers serving 
the large retail outlets declined; peddler trucks serving the small 
retailers increased; hotel supply houses grew substantially; and 
locker plants increased their wholesaling activities. Meanwhile, 
agents and brokers increased their transactions from 3 per cent of 
total production to 4 per cent. 


Direct sales were enlarged by the increase in numer and size 
of urban markets and by the growth of volume-buying supermarkets. 
Direct buying of meat on the part of food chains entailed to a marked 
degree their assumption of fabricating and wholesaling functions. In 
addition, that part of the meat production by the new decentralized 
plants which was consumed locally tended to move directly to retail 
outlets from plant wholesale departments and through truck routes and 
thus added to the rising proportion of direct sales. 


Branch houses declined as mounting labor problems and costs 
motivated packers to substitute for them direct truck shipping. 
Independent wholesaler volumes declined as a proportion of total produc- 
tion but increased relative to branch house volumes as the combination 
of grocery and meat markets increased in importance over the years. 
Peddler trucks also enjoyed an enhanced importance as the very small 
retail outlets among these new combination stores grew in number. 
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Meanwhile a growth in the number and service requirements of restau- 
rants and institutions all over the country served to swell the sales and 
number of the specialized hotel supply houses. Locker plants grew in 
significance and as they did so diverted an increased volume of whole- 
sale meat sales from traditional channels. 


The somewhat larger proportion of packers' meat sales transacted 
by agents and brokers was due to decentralization at the slaughtering and 
processing level, increased use of motor transport, and the growth of 
carlot-buying retailers. 


CONCLUSIONS 


Indications are that, with some exceptions, the trends revealed by 
this analysis will continue in the future. That is, direct sales will 
continue to increase, hotel supply house volume will expand, and branch 
houses will decline further. On the other hand, peddler trucks and 
independent service wholesalers seem to have reached their peak. 

Food locker plants may decline slightly in number as the industry 
eliminates its marginal firms. Existing agents and brokers should 
be able to negotiate the slight increase in volume expected for these 
agencies. 


A Critical Examination of the Trade Practice 


Conference Activity With Special Reference to the 


School Supplies and Equipment Distributing Industry, 
By David E. Wallin; Unpublished Ph.D. Dissertation, 


Northwestern University, November, 1954 


OBJECTIVES OF THE STUDY 


The objective of this study is to examine critically the Trade Practice 
Conference activity from its inception to the present. The events and 
circumstances which have played upon and surrounded the Conference 
program are examined in an attempt to characterize and evaluate the 
aims and direction of the activity during selected time periods. More 
specifically, the study aimed to provide answers to three questions: 


1. What factors have influenced the development of 
the Conference activity? 


What has been the nature and content of the trade 
practice rules promulgated? 
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What effect has the Conference activity had in 
eliminating unfair trade practices and in pro- 
viding advice, definite guidance, and informa- 
tion for businessmen? 


METHODOLOGY 


The method adopted to study the Conference program was primarily 
one of historical analysis. In the matter of structuring the full time 
span of Conference work into appropriate periods for study, this 
approach was particularly effective. 


In following the method noted, secondary-source material was 
utilized extensively. From government sources, reports of the 
Federal Trade Commission, committees of both houses of Congress, 
the Temporary National Economic Committee, and the Bureau of the 
Census, were examined. From private sources, trade periodicals and 
business papers, special studies on trade regulations and trade practices, 
and reports of trade associations, were analyzed. 


In order to support and amplify the findings of the secondary-source 
material, empirical investigation was undertaken. Trade practice rules 
have been promulgated in one-hundred and eighty industries. Cost and 
time limitations and the opposition of certain trade associations, how- 
ever, precluded a study of all or even most of these industries. There- 
fore, it was maintained that a poll of practically all the members ofa 
given industry, which had a long experience with the rules, would con- 
tribute much to the investigation. In terms of its experience with the 
Conference activity and its willingness to cooperate with the investigation, 
the industry selected, the school supplies and equipment distributing 
industry, had much to recommend it. 


CONCLUSIONS 


The present hopes of Chairman Howrey of the Federal Trade 
Commission for a major rule of Trade Practice Conferences in promoting 
industry-government cooperation to combat unfair trade practices are 
not well-founded. 


Even if the Federal Trade Commission Act was amended or another 
law was enacted after the manner proposed by Commissioner Lowell B. 
Mason, the outlook for an effective Conference program in the future 
would still be dubious. 


The major political parties in the United States appear to have struck 
upon a common chord in the Trade Practice Conference with which to 
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suggest the harmony that exists between each of them and business. The 
Conference program appears to represent a tool which each political 
party may use, in turn, to demonstrate the amicability of its administra- 
‘tion toward business. 


Among businessmen themselves, the impetus for their participation 
in the Conference effort appears directly related to their acknowledged 
desire to get under the "protective umbrella" of Conference rules in 
order to avoid formal prosecution by the Commission. 


In all, evidence presented leads to the final conclusion that there is 
little room for a disparity of views on the effect of the Trade Practice 
Conference activity. The Conference work has, rather clearly, had 
little identifiable effect of any kind. 


Communications Research For the Firm Serving 


A Local Market: A Case Study, by Donald F. 
Mulvihill, Unpublished Ph.D. Dissertation, 


School of Business, University of Chicago, 
June, 1954 


BACKGROUND 


For most goods and services, sales may be increased either by 
getting more users of the product or more uses for it. To achieve the 
first type of expansion, either those who do not know of the product must 
be told about it and their use of it obtained or those who do know of it 
but do not use it must be made users. To achieve the second type, the 
product's use must be increased either by getting those using it to use 
more at any one time or to use it more frequently, or new uses must be 
found for the product. 


In order to expand sales through any of these ways, changes may be 
made in the product, its price, its availability, or the knowledge of it 
held by members of the market. Sometimes little, if any, change may 
be made in the first three ways, so that only the level of knowledge 
concerning the product may be manipulated to increase the sales of the 
product. 


In order to determine the level of knowledge, certain facts should 
be known: the most likely members of the market, by categories based 
upon common characteristics, by number and if possible, by location; 
what they know about the product and its competitors, and how they 
gained this knowledge. From these determinations, it may be decided 
which of three levels of knowledge is predominant in the market. These 
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levels may be likened to Kleppner's three advertising stages -- pioneer- 
ing, competitive, and retentive -- and will indicate the type of expansi- 
bility present. Based upon these data, a decision regarding the proper 
message in the best media to reach the most likely users may be made 
with more assurance. Communications actions following this decision 
should result in expanding sales. 


RESEARCH METHOD 


For the firm serving a local market, it is possible to set upa 
relatively. simple market research method through which data may be 
obtained to form the bases for such decisions. The steps in sucha 
procedure are: 


1. Define the problem as the determination of the type of expansi- 
bility which is present in the market for the product or service being 
studied. 


2. Set up categories of probable most likely users from an exami- 
nation of internal records. 


3. Use these categories as a basis for determining classifications 
within the Classified Telephone Directory to provide a universe from 
which to draw a sample of respondents. 


4. Prepare a questionnaire to be used in a telephone interview, to 
determine whether or not those in the universe categories actually are 
the most likely users, whether or not they know of the product or ser- 
vice, how they heard of it, whether or not they know of the particular 
company's product or service, and what they know of competing products. 


5. Specify the respondents in the universe to be sampled by a random 
sample. 


6. Using interviewers trained in the telephone inquiry method, obtain 
data from the respondents as called for on the questionnaire. 


7. Analyze the data obtained to determine the points in 4 above which 
will lead to conclusions as to the level of market knowledge held by the 
members of the market and, hence, to the type of expansibility possible 
for sales of the product or service. 


8. Make recommendations for communications actions based on the 
conclusions set forth. 


Such a procedure provides a means for obtaining a random sample, 
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obtaining a quantitative figure for the size of the market, and locating all 
the members by telephone number and street address. This research 
method was used in three different studies for a company which renders 
trucking services within the Chicago area. 


COMMUNICATIONS DECISIONS THAT MAY BE MADE 


Using the research method reported in this study, even the "non- 
research orientated" company will find it easier to determine where its 
product is in the market and be able to make decisions in regard to its 
communications actions with greater assurance. If a bench mark study 
is made, a second study may be made later to determine, to some degree, 
the effectiveness of the changes made in policies of advertising, media, 
and personal selling. 


The determination of the most likely users of the product by charac- 
teristics, number, and location will provide a means of pin-pointing the 
sales message. 


Media recognized by likely users as the source of their knowledge of 
the product should be those that will reach other likely users also. 
Knowing what these media are will show the means to communicate the 
message through channels already accepted. 


The level of knowledge, likened to one of Kleppner's stages, may 
point the way by which sales may be expanded most easily. With this in 
mind, the message may be aimed at getting more users or more uses of 
the product which will make possible more and easier sales of it. 


Involvement as a Determinant of Consumer Attitudes 
by David F. Miller; Doctoral dissertation, University 
of Michigan, to be completed June, 1955. 


Industrial organizations continually undertake survey research to 
determine consumer attitudes about various products. The most preva- 
lent method involves an interview which asks consumers to report the 
brand most recently purchased by the family. This procedure is 
especially well suited to non-durable, repeat-sale items. Due to the 
frequency of purchase and the comparatively low cost of such items, one 
can spot immediately any trends in brand preference. 


The situation surrounding purchase of durable goods is more complex. 
Ata given point in time, only a small percentage of people are actively 
in the market for the product. Moreover, several members of the 
family may share in the purchase decision, so that an interview with 
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one member of the family (say the housewife) may not necessarily reflect 
the buying intentions of the family. 


The present study was designed to examine the relationship between 
two independent variables -- family purchase expectations and individua] 
responsibility for purchase decision -- and attitudes about a particular 
consumer durable, the automobile. We hypothesized that the presence 
or absence of these two variables denoted the individual's "involvement," 
and that the degree of involvement determines this person's attitudes | 
toward automobile makes. | 


The first stage of the study was intitiated in July, 1954. The sample 
was composed of adult members of 800 car-owning families comprising 
part of the panel retained by National Family Opinion, Inc., of Toledo, 
Ohio. A total of 1600 interviews were returned. 


Respondents were classified into nine groups according to the degree 
of involvement in a decision to purchase a newcar. The nine groups are 
identified in Table I. 


Maximum involvement obtains in Group I, comprised of individuals 
who are chiefly responsible for the decision to buy a car (according to 
their own classification) and who plan to buy a new car within a six- 
month period. Involvement is minimized in Group IX, where neither 
responsibility for decision nor purchase expectation is present. On 
this chart, then, involvement increases as we move from right to left 
and from bottom to top. 


The survey results reveal a marked tendency for involved persons 
to ascribe favorable attributes to their preferred make of automobile. 
For example, 82 percent of Group I respondents rated their preferred 
make as a "smooth riding" car, while only 67 percent of Group IX 
respondents did so. This tendency applied only to preferred makes; 
there was no relationship between involvement and ratings of non- 
preferred makes. 


Although the analysis of the survey data is still in its beginning stages, 
one totally unexpected and intriguing finding has already emerged. There 
is strong evidence, as illustrated in Table I, that "owner loyalty" is 
positively related to involvement. That is, the involved person is more 
likely to express a preference for the make of car currently owned. It 
is not especially surprising that the person responsible for the purchase 
decision should tend more to favor the make currently owned; after all, 
it was he who selected the make previously. The surprising thing is 
that owner loyalty is higher among immediate prospects for a car than 
among persons who have no immediate buying intentions. 
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At this point we can only speculate on the reasons for this pheno- 
menon. One reason that suggests itself is that people who are not 
currently in the market for the product are free to indulge in "wish 
thinking."' As the time for decision approaches, these wishes are set 
aside and the individual reverts to the make presently owned. 


The initial survey has raised some interesting questions about the 
effects of consumer involvement. We hope to investigate the problem 
| further by means of a re-interview scheduled for January, 1955. 
| Exactly six months will have elapsed since the first questionnaire, and 
we will be able to trade the trends in attitudes that have occured in that 
time period. 


Table I. Relation between involvement and owner 
loyalty: percent who prefer make currently 


owned. 


Plan to buy a new car --- 


Within 24 mos. 
6 mos. 6-24 mos. or more 


Responsibility For 
Purchase Decision 


| 
I II Ill 
A lot 63 61 58 
IV V VI 
Some 53 48 41 
VII Vill Ix 
8, Little 45 43 40 
| or 
None 
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The Marketing of Green Coffee in the United States, 
1935 to 1947, by Elizabeth A. Richards; Unpublished 


Ph.D. Thesis, Northwestern University, August, 1954. 
THE PROBLEM 


Green coffee is marketed in the United States by a compact group of 
firms which procure it from world-wide sources of supply for roasters 
scattered throughout the country. Within this group there are two 
distributive levels: a primary one for the initial importation of coffee, 
and a secondary one which serves it in selling American processors. 
Four types of wholesalers operate within the segment, one merchant 
wholesaler and one functional middleman at each level. Importers and 
import agents are on the primary level, jobbers and brokers on the 
secondary one. 


The analysis of green coffee marketing undertakes to answer two 
main questions. First, what changes took place in this American green 
coffee segment between 1935 and 1947? Second, what factors were res- 
ponsible for such changes? 


THE METHOD 


The study is both historical and analytical. First, changes in the 
marketing of green coffee are presented; second, these changes are 
analysed with respect to their contributing factors. Available 
statistical data were in many cases inadequate so that extensive personal 
interviewing among members of the trade was necessary. 


THE FINDINGS 


Between 1935 and 1947 three major changes took place in green coffee 
marketing. First, import agents became more important relative to 
importers on the primary level of the segment. Second, both jobbers 
and brokers declined in importance as the entire secondary level was 
less often used. Third, the geographical concentration of green coffee 
marketing increased among the four major markets: New York, New 
Orleans, San Francisco-Los Angeles and Chicago. 


The increasing importance of import agents was mainly the result 
of both an increasing confidence in foreign exporters and a growing 
ability of American roasters to assume all but negotiatory functions in 
the purchase of green coffee. The importers' position was somewhat 
bolstered by a continuing demand for their full service functions and 
by a necessity for some manufacturers to remain anonymous in the 
markets of small producing countries. 
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The decreasing importance of jobbers and brokers stemmed primari- 
ly from cost pressures on smaller roasters growing out of increasing 
| coffee prices, manufacturing and selling expenses. First, many of their 
customers, the small roasters, were forced out of business. Second, 
those firms which did survive were able to buy in large enough quantities 
to patronize the green coffee wholesalers on the primary level. 


The increasing geographical concentration of green coffee marketing 
was largely the result of growing financial requirements which were 
beyond the means of the average small roaster. Higher manufacturing 
and selling costs strained the limited resources of these firms. In 
addition, the investment in improved coffee roasting and processing 
machinery many times exceeded their financial strength. Together, 
these forces acted to reduce markedly the number of small manufacturers 
and geographically to concentrate the green segment to a greater degree. 


THE OUTLOOK FOR THE FUTURE 


While no one can be certain of the future, it see ms reasonable to 
suppose that most of the forces responsible for the trends in American 
green coffee marketing between 1935 and 1947 will continue to be active 
inthe future. That is, it seems likely that the number of smaller 
roasters will shring even further, and as a consequence, import agents 
will become even more important than they now are; that jobbers and 
brokers will continue to lose place; and that the green coffee buying 
and selling activity of the industry will increase further its geographical 
concentration. 


The Changing Pattern of Recreational Expenditures 
by Armand B. Weiss; Unpublished M.B.A. thesis, 
University of Pennsylvania, 1954 


The study was designed to ascertain whether, and how, U.S. con- 
sumption patterns for recreational expenditures had changed over the 

| period 1929-1952, in view of increased consumer income and leisure 
during the same period. Ina sense, it constituted a crude test, in 

| dollar terms, of a rather widely accepted hypothesis: that the present 
poe of "cultural and recreational activity in the United States is the 
result of a sudden flowering during the past twenty-five years. The term 
| "the American Explosion" has been used to describe this presumed rapid 
expansion. The study also sought to test certain commonly held assump- 
_ tins of the 'Engel's Law" type concerning the relationship between income 
| and recreational expenditures. 


Variations in expenditure for recreational items was selected as the 
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closest available objective approximation of changes in culture. The 
measure is subject to some rather obvious limitations; especially that 
it does not really indicate changes in the "cultural" content of the 
things purchased. A dollar index may measure changes in the cost 

or number of books; it cannot measure changes in their literary values, 
But the recreational expenditure pattern does, in some fashion, measure 
the degree to which we are willing and able to devote our resources to 
the enrichment of life, as distinguished from its support. The measure 
does avoid the many subjective elements involved in questions of taste 
and aesthetic valuation. 


METHODOLOGY 


Department of Commerce current dollar estimates for recreational 
expenditures were adjusted to a constant dollar basis through the use 
of the Department's implicit price deflators. The results were then 
further modified to eliminate the variable factor of population growth 
through adjustment for the changes in U.S. population, ages 15-65, 
over the period. The two adjustments resulted in figures approximating 
the real, per aggregate, recreational expenditures. Analyses were made 
for the period as a whole, and for four sub-periods, 1929-1933, 1933- 
1940, 1940-1947, 1947-1952. 


The crude changes in total recreational expenditures, and ina 
considerable number of sub-groups, were also analyzed for income sen- 
sitivity. This was done by dividing the percentage change in the specific 
recreational item or in total recreation, by the percentage change in 
disposable personal income for the same period. 


FINDINGS 


There seem to have been very few significant shifts in tastes or con- 
sumption patterns for recreation if 1952 is compared to 1929. Certain 
items such as pari-mutuels, flowers, seeds, and potted plants, non- 
durable toys and sports supplies, wheel goOds, durable toys, and 
sports equipment, and photographic studios, printing and developing 
have increased somewhat in relative importance. All of the items of 
an athletic or sporting nature, except football, have decreased. The 
consumer of 1952 seems no more sport-minded or cultural, at least 
expenditure-wise, than his counterpart in 1929. Other significant 
decreases have been registered in legitimate theater and opera and in 
clubs. Broadly speaking, expenditures for individual recreation and 
participation amusements are basically the same in both periods. And 
spectator amusements have suffered a relative drop at the expense of 
an increase in expenditures for gambling. From 1947 to 1952, the broad 
changes were that individual recreation grew by a large relative amount 
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while there was a decline in spectator amusements. 


It was found that total recreational expenditures have tended to remain 
relatively insensitive during most of the periods under observation. Like- 
wise, a majority of the specific items of recreational expenditure have 
exhibited a tendency towards insensitivity. The proportion of items of 
a nondurable or durable goods nature which were sensitive was higher 
than the proportion of items of a service nature which were sensitive. 

A sizeable proportion of all items was insensitive in all periods except 
1940 to 1947. During the depression period, as well as periods of high 
prosperity, recreational expenditures have not experienced fluctuations 
of as wide a debree as income. If income and expenditures are studied 
after adjustment for price and population, the situation becomes even 
clearer. For example, during the period of high prosperity from 1947 

to 1952, while income was increasing, total recreational expenditures 
decreased. Sixteen out of twenty-four items of recreational expenditures 
decreased during this period. 


, As a result of these findings, it is felt that the part of Engel's Law 

de relating to recreational expenditures has not held true in recent times 
and should accordingly be modified to some extent, if not discarded 
altogether. During the past few years, recreational expenditures seem 
to have reached a point of virtual stability, regardless of the income level. 


i- 
c Determining Consumer Shopping Habits and Opinions 


A Method of Market Research for Use by Local Communities: 
Ph.D. dissertation by John P. Maggard, Jr., University 


of North Carolina, to be completed 1955 


What the prospective customer does and thinks is a subject of much 
interest to most retail merchant groups and chambers of commerce. 
They are particularly concerned with such questions as; the geo- 
graphical size of their potential and actual trade area; the reasons 
why potential customers patronize rival trade centers; as well as 
reasons for the continued patronage of their actual customers. 
Unfortunately, this widespread interest seldom results in scientific 
surveys, or for that matter, any formal study at all. 


| For the most part, these groups realize that scientific research can 
develop practical answers to their questions. However, limited budgets 

| too often prohibit serious consideration of proposed research projects. 
Merchants are aware that frequent rechecking of market information is 
desirable because of the dynamic nature of consumer habits and attitudes. 
Consequently, a survey per decade will not suffice. Empirical study, 
at least in North Carolina, indicates that the lack of available funds, 
rather than a lack of interest in the problem, accounts for the limite? 
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use of available consumer study techniques. 


The overall objective of this study is to suggest a simplified method- 
ology which may be used, especially by small and medium size trade 
centers, to determine geographical location, shopping habits, and 
attitudes of potential customers. Such projects can be relatively 
inexpensive if the interested group makes use of it's own voluntary 
manpower and follows a standard procedure. Several North Carolina 
municipalities have expressed a willingness to utilize their own man- 
power in giving this methodology a trial run when the recommended 
procedure is made available to them. 


The study should result in the presentation of the following: (1) a 
single trade area delineation technique; (2) a standard questionnaire 
form; (3) a simplified sampling procedure; and (4) recommendations 
for tabulation, analysis, and follow-up. 


It should be made clear that the writer expects to develop no advanced 
formulae for area-delineation, sampling, and questionnaire construction. 
Instead, the attempt will be made to weigh the various available methods 
and to put together a combination of steps which may assist those 
communities, unable to afford the best scientific research, to obtain 
at least some beneficial marketing information. 


This study resulted from an jnquiry directed to a group of 38 North 
Carolina municipalities ... an inquiry which revealed a marked 
interest in finding out more about the prospective customer. A city 
of 21,000 population was selected as a pilot or test area, and each step 
considered for recommendation is being tested in this area. 


The following trade area delineation techniques have been tried in the 
pilot area; (1) an automobile license sample, plotted both rural and urban, 
by aid of rural postal carriers; (2) a sample of out-of-town charge 
accounts from a group of leading shopping-goods stores, was plotted 
in a like manner; (3) the area covered by newspaper, radio, and rural 
postal delivery was plotted; (4) a traffic-flow diagram was constructed; 
and (5) the area was delineated in accordance with Reilly's Law of Retail 
Gravitation. The results of these different measurements are being 
compared by use of an overlay device. 


The questionnaire form, not yet completed, will take the factual, 
rather than the opinion approach, in seeking shopping habit information. 
The respondent's opinions must, of course, be relied upon for explaining 
his actions. 


The questionnaire will be pretested in two different areas prior to 
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the major test in the main pilot area. The purpose of this pretest is 
threefold ... to test for: clarity; usefulness of information; and any bias 
which may be revealed as a result of an experiment in which a portion of 
the questionnaires will be carried direct and others mailed. Later, this 
same "split-run'' experiment will be repeated in the main area. 


In the main pilot study, the entire trade area will not be represented 
inthe sample. Instead, several incorporated communities, ranging in 
size from 400 to 2,000 population, have been selected for sampling 
purposes. Each of these communities lies near the breaking point of the 
trade area. 


It is the supposition of the writer that a high degree of similarity may 
exist between the attitudes of prospective customers located in the trade 
center proper, and those located in fringe-area communities. Mean- 
while, the actual shopping habits of these two groups are likely to show 
wide differences. 


This supposition is based upon the belief that real shortcomings of a 
trade center result in common "gripes" throughout the trade area. 
However, while consumers inside the center complain, but continue to 
patronize the center, those in the fringe-area must overcome both the 
"gripe" and the repelling force of distance; hence, they often seek 
other trade centers. If the "likes'' and "dislikes" are significantly 
uniform in the trade center and on the fringe, then for consumer 
attitudes, a survey of the trade center alone may produce worthwhile 
results. 


In conclusion ... although this study places primary emphasis upon 
methods of collecting information, it is recognized that compilation and 
analysis can be even more important than the collection of data. It is 
hoped that experience gained throughout this project will help to suggest 
an outline of procedure which may be useful in analysis of acquired 
information. However, the goal of "economy through self-help" will 
by no means be invalidated if services of the "outside expert" are 
deemed necessary at this final stage of the survey. 


Marketing Mobile Homes, by Taylor W. Meloan, 
Indiana University: Published in Book Form by 
Richard D. Irwin, Inc., November, 1954. 


INTRODUCTION 


Although the mobile home industry is less than 30 years old, it has 
grown rapidly since its birth. From its earliest days, it has been 
especially important in the Middle West. Indeed, Illinois, Indiana and 
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Michigan have often been referred to as the "home of the mobile homes" 
in recognition of the concentration of manufacturers within that three 


state area. 


Prior to the close of World War II, these producers’ output was called 
"house trailers" or "trailer coaches". Then the units were used primari- 
ly by vacationers, campers and retired people. Since the war, however, 
they are more often called "mobile homes" in recognition of their 
primary use as year around housing for a mobile population. 


The importance of the.industry is illustrated by the fact that more than 
one third of a million mobile homes have been built and sold since 1945. 
Retail sales in 1953 are estimated to have been $321, 000,000. Approx- 
imately 150 manufacturers built almost 77,000 units in that year. 
Manufacturers' output is sold through 3,500 dealers and over 12,000 park 
operators provide parking sites and facilities. 


OBJECTIVES OF THE STUDY 
There were three basic purposes of this research:! 


1. To present a history of the industry. 


2. To discover the ways and means by which, in the mobile 
homes industry, the three principal organic functions of manufacturing 
organizations - production, marketing, and finance - are carried on. 


3. To explore some of the more important legislative 
problems facing the industry and to predict the probable future of the 
industry. 


METHODOLOGY USED 


In order to accomplish these objectives, data were obtained from 
published sources, from interviews with manufacturers and dealers, and 
from the files of the Mobile Homes Manufacturers Association, a trade 
association composed of 60 of the larger firms in the industry. Pro- 
ducers and dealers of varying size were included in the case study. No 
attempt was made, however, to choose a representative sample of 


liistorical, production, marketing, financial, and legislative aspects 
of the industry are discussed in the author's study, Mobile Homes - 
The Growth and Business Practices of the Industry (Homewood, 
Illinois: Richard D. Irwin, Inc., 1954). This report is limited to 
marketing conclusions. 
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either manufacturers or dealers. To some extent, willingness to 
provide the desired information influenced the final choice of firms 
selected for study. Consequently, generalizations about the policies 
and practices of all producers and middlemen have not been made. 


MARKETING CONCLUSIONS 


Because of space limitations, this report is restricted to some of the 
more important marketing findings. 


1. Nature of the Good: -- Analysis of mobile home owners' buying 
habits indicates that mobile dwellings are primarily shopping goods. 
To date, little brand recognition has been established in the industry. 
Dealers say that most prospects are more influenced by interior floor 
plan arrangements than by brand names. If the appointments and 
accomodations satisfy their needs and desires, they often take little 
notice of the manufacturer's name. 


Because mobile homes were regarded as automotive equipment for 
many years, one might assume that trailer marketing policies and 
practices would be similar to those of the automobile industry. In 
reality, there are important differences not only in the way that 
consumers buy but also in manufacturers' and dealers' marketing 
operations. Automobile manufacturers advertise their products as 
speciality goods in an effort to create intense brand consciousness. 

In contrast, a substantial percentage of mobile home manufacturers' 
advertising is pioneering trade association advertising which does not 
mention brand names. Its primary purpose is to dispel consumer doubts 
about the feasibility of trailer living and to increase public acceptance of 
mobile housing. 


Attitudes toward exclusive distribution reveal another important 
difference between the marketing of automobiles and mobile homes. 
Automobile manufacturers usually sell through mutually exclusive 
agencies. With few exceptions, dealers are not permitted to carry the 
cars of other producers. Mobile home dealers, on the other hand, 
generally carry the coaches of several different manufacturers. Since 
brand names are less important to consumers than floor plan arrange- 
ments, dealers believe they can best maximize profits by offering a 
choice of interior arrangements as well as of exterior design. 


2. Sales Patterns:-- Substantial seasonal variations in consumers' 
purchases have been noted during the past three years. Dealers' sales 
have reached their peak during June, July and August. December and 
January sales have been 25 per cent below the yearly averages. Nation- 
ally, new mobile home sales equalled approximately five per cent of the 
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number of permanent non-farm dwellings units which were started during 
the first five months of 1954. Regionally, mobile home sales ranged from 
eight per cent of non-farm housing starts in the Middle West to four per 
cent in the South and three per cent in the Western states. 


3. Mobile Home Markets:-- Migratory workers account for approx- 
imately 63 per cent of the total mobile home population, military 
personnel 20 per cent, retired people 10 per cent and miscellaneous 
occupational groups 7 per cent. These percentages reveal that migratory 
laborers and servicemen have been majority purchasers in the postwar 
period. There has been a close correlation between the expansion of the 
industry and the severity of the periodic housing emergencies which it 
has helped to alleviate. Producers started building temporary housing 
for the use of servicemen and defense workers during World War IL. 
The unprecedented shortage of conventional housing at the close of the 
war resulted in many sales to those who were unable to find other, 
more desirable shelter. The defense build-up, which began with the 
start of the Korean war, has acted as a continuing tonic to sales. 


Twenty years ago Roger Babson, a popular prognosticator, made an 
exaggerated prediction that more than half of the United States population 
would be living in mobile homes by 1956. While there is little likelihood 
that this prediction will prove to be correct, population dislocations and 
regional housing emergencies will probably continue for several years. 
These factors combined with the economic need of retired people and 
migratory workers for low cost movable housing can be expected to 
keep industry sales at high levels. 


A Search for Standard of Quality in Evaluating 
Textbooks and Statements of Principles in Marketing 


Weldon J. Taylor, Brigham Young University 


THE PROBLEM 


To develop standards that have general acceptability representing the 
most advanced contemporary thinking which can be used to measure the 
adequacy of textbooks and statements of principle in marketing. 


THE METHOD 


I. To select and examine representative articles from recent journals 
and papers which treat pro and con the subject of a science or a theory 
of marketing. To distinguish in such readings between specific points 
of difference and specific points of agreement. II. To developa 
general philosophy of marketing within the area of agreement since 
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the points of agreement represent the most advanced contemporary 
thinking which has general acceptability. III. To phrase standards based 
on this area of agreement by which the adequacy of statements of market- 
ing principles may be measured. IV. To obtain the opinion of sufficient- 
ly respected authority to give the standards the desired degree of 
validity. 


I. While all authors studied had a common desire to advance marketing 
philosophy, they differed in their views. 


Specific Points of Disagreement 


1. While some see possibilities of marketing becoming a science, 
others claim that it is not a science nor can it become a science. 
It is a practice or an art, and not a study; therefore, in answer to 
those who encourage the concept of a theory of marketing, there 
were others who state that there can never be such a theory of 
marketing. They maintain there is not sufficient coherence or 
unified body in the generalizations that are distincly "marketing". 
2. Furthermore, it is unlikely that these generalizations will ever 
be unified into a separate body since all such generalizations are 
really borrowed from other accepted sciences. 


Specific Points of Agreement 


1. Scientific method has been used and can continue to be used to 
increase the efficiency with which marketing institutions are managed. 
2. To enjoy greater benefits from the scientific method, marketing 
must be studied with a broader perspective which transcends the 
immediate problem of getting and keeping customers. 3. General- 
izations useful to marketing will result from the use of scientific 
method in discussing and presenting inter-relationships involving 

the sciences related to marketing. 4. The body of marketing know- 
ledge acquired through the use of scientific method must be of general 
significance or have social importance. 5. A statement of marketing 
facts should be expressed in a framework which will explain the con- 
stant changes arising from technology and social evolution. 


.General Philosophy of Marketing. 


Since there is a failure to agree on what is and what is not a science, 
the question may then be asked, "What is the purpose of applied 
science?" Science, as a method, is the process of observing, 
classifying, accumulating, and testing the data pertaining to occurrence 
patterns and relationship of phenomena. In this process, patterns of 
relationships persist in their occurrence and are described as laws 
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if the persistence is reliable and consistent. In the applied sciences 
such laws are useful to man. In the marketing area, the results of 
the application of the above described investigation are described in 
generalizations and knowledge of prevailing tendencies rather than 
in laws. According to some views, this fact rules out the possibility 
of marketing developing into a theory or becoming a science. Even 


so, the generalizations and knowledge of prevailing tendencies per- 
taining to marketing, whether they have been drawn from economics, 
psychology, or other related sciences, have been observed and 
generalized by men in the interest of marketing practices, and have 
been instrumental in increasing the efficiency of marketing procedures. 


Since efficiency in the long run and in the over-all sense is the aim 
of students as well as practitioners, those methods and procedures 
which will increase the number of generalizations, and thus enhance 
the general awareness of prevailing tendencies should be encouraged 
and fostered. The textbooks and the general statements in marketing 
should reflect such a philosophy and should be presented in a manner 
consistent with the development of other scientific bodies of informa- 
tion. 


.A Brief Statement of Standards 


1. A desirable statement of marketing principles should provide a 
knowledge and fact perspective. Enough relevant data, facts, and 
relationships should be presented to enable the student to see 
marketing in its related pattern. It should provide a magnitude 
concept dealing with the respective areas. For example, in the 
field of retailing, the statement should show the number of stores by 
type and size and sales. It should also include a time trend concept 
to show changes. 2. The facts should be presented as transcending 
the significance of the individual firm. They should be socially 
important. This does not preclude the approach to the individual 


firm's problem, so long as this problem's discussion can be observed 


to have general application. 3. Wherever possible, inter-relationships 
of all data from all fields should be clearly indicated. A significant 
contribution to these relationships would come from economics, 
psychology, physics, sociology, anthropology, etc. Such a quality 
would require the statement of concepts, generalizations and relation- 
ships that have general acceptability in contemporary marketing 
thought. 4. The textbook or statement should present the picture of 
the institutions, methods, and practices as they actually exist ina 
state of change. Where possible, the forces behind such changes 
should be accounted for and related to the discussion. 5. Objective 
measures of efficiency should be introduced and described. The book 
should use a method of exposition and analysis which will train the 
student to view decisions, policies, and methods in terms of their 
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effect on efficiency. 6. While most textbooks and statements 
possess the above qualities in some degree, relative merit should 
be determined on the basis of how intensely and skillfully these 
concepts are integrated into the textbook and how clearly they are 
communicated to the reader. 


Description of a Research Project to Study: 
“The Development of New Markets", 
by E. Raymond Corey, Harvard University 


In the past year and a half I have been engaged, under the Division of 
Research at the Harvard Business School, in a study of the development of 
markets for new end products. 


In recent years the increased pace of technological development has 
resulted in a great growth in the flow of new products going to both 
consumer and industrial markets. A study of the problems of develop- 
ing new markets seemed, therefore, to be an undertaking which could 
make a contribution to the teaching of marketing. At the same time 
such a study would have potential value for business executives con- 
cerned with these problems. 


To bring such a broad topic as this within workable limits, research 
has been focused primarily on the efforts of large materials producing 
concerns to develop new end-product outlets. Twelve companies in 
three rapidly growing industries, plastics, aluminum and fibrous glass, 
are contributing case material relating to problems which they have 
encountered in this area. 


Field work was carried out initially with some of the major producers 
of vinyl resin. These concerns have been actively engaged in the commer- 
cial development of a wide range of vinyl end products such as curtains 
and draperies, rainwear, floor coverings, piping and garden hose, 
upholstering materials, housewares and industrial parts. Vinyl resin 
producers have functioned primarily as suppliers of a basic material 
and large numbers of independent manufacturers have made and sold 
these end products. Recent field work in the aluminum and fibrous 
glass industries has indicated that the problems of end-product develop- 
ment in these industries are similar in many respects to those encoun- 
tered in the vinyl resin industry. 


The successful development of new end-product markets has 
required materials producers to perform a broad and diverse range of 
marketing functions. Successful development has also required - 
sustained effort over long periods of time, since the new product must 
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literally compete for its place in the market against existing products. 
In brief outline, the commercialization of new technological advances hag 
required the building of a fabricator-customer group to make and sell 
the new products. It has required the rendering of extensive technical 
assistance to these groups to impart the skills and technologies develope 
in research laboratories. It has required materials producers to engage 
in sales and promotional acti ities at the end-product level. It has 
required materials producers, finally, to maintain close touch with 
both end users and manufacturers of the new product as the market 
grows in order to facilitate this growth and development. 


The study therefore will concern the problems materials suppliers 
may encounter in building up a group of fabricator-customers willing 
and able to establish the new product in the market. It will attempt 
to study the ways in which materials producers may assist their 
fabricator-customers and some of the problems of relationship which 
may arise here An important part of the discussion will deal with 
the initial introduction of the new product to end-users; the need for 
a closely controlled introduction to assure a satisfactory first experience 
and to avoid misapplication of the new product. The study is intended 
to consider some problems of brand promotion and to examine the 
conditions under which the promotion of branded materials can help 
to create markets for the new end products made from these materials. 


' Field research has emphasized, too, the importance of one additional 
problem area - maintaining end-product quality at a level consistent with 
achie ing optimum growth in the new market. The demand for materials 
may be directly affected by the level of end-product quality. Materials 
producers, however, are able to deal only indirectly with problems of 
quality deterioration by seeking to encourage their fabricator-customers 
to maintain appropriate quality standards. Case studies which are being 
prepared will illustrate the several approaches which have been taken 
both by single companies and by industry groups in dealing with 
maintenance of quality levels. 


We, at the Harvard Business School, anticipate that research along 
these lines may be able to make a useful contribution to our classroom 
work. In the development of new markets, sales executives are dealing 
with a complex of uncertainties in which the product, the location and 
size of the market, the number and caliber of manufacturers, and the 
channels of distribution are only vaguely defined and are subject to 
rapid change. Much of the business life goes on in this climate of growth, 
uncertainty and change. It would seem important therefore to incorporate 
materials in our courses which may help to equip our students to be 
effective administrators in such a business atmosphere. 
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Executives' Associations, A Sales Promotional Device 
by Harold W MacDowell; A Doctoral Dissertation 
presented to New York University, 1954 


In September 1954 a volume entitled ''The Handbook of the Executives' 
Association Movement" was published for private and limited distribution. 
Written by Dr. H.W MacDowell, Assistant Professor of Marketing at 

the School of Commerce, Accounts, and Finance, New York University, 
the book is a later and abridged edition of the author's 900-page doctoral 
dissertation, a copy of which is in the library of the Graduate School of 
Business Administration of New York University. 


The volume provides an understanding of Executives' Associations: 
their rationale, history and management problems. 


There are sixty-three ''Executives' Associations"; each located in an 
important city in the United States, Canada, and England. Each of the 
units of the chain is autonomous. Although there is no hierarchy of 
"national" or "international" officers and no headquarters office, the 
Associations operate alike in matters of importance, have almost 
identical by-laws, and rigorously (but voluntarily, of course) maintain 
communication with each other. 


Like most civic clubs, the membership is limited to one from each 
product classification and, in this respect, Executives' Associations 
permit their members broader (and, therefore, moré realistic) 

classification titles, but they are equally insistent that these areas may 
not be encroached upon by either current members or by applicants for 
admission. Membership is by invitation issued after sponsorship, 

investigation and approval by the body. 


Executives' Associations are voluntary, non-profit organizations of 
non-competitors who have agreed, as a requisite of affiliation, not to 
regard each other as potential customers, but rather as lead finders, 
spreaders of word-of-mouth advertising, and as centers of influence. 


The degree of success of these groups is not uniform, but they are 


4 growing in unit size and in marketing significance as they build up a 
history of accomplishment for their members. Started in 1915 in San 
Francisco by a printer and seven of his regular luncheon companions, 
the movement has about 4, 000 affiliated business concerns ranging from 

wth, | small retailers to names one encounters regularly in the financial pages 

rate | of newspapers and in the periodicals concerned with business and 


marketing. 


On the sound theory that one of the objects of business activity is 
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shelter from competitive strife, the Association strive to encourage their 
members to cooperate with fellow members (non-competitors) to bring 
to light sales opportunities 


The first method of assisting one another is the lead which is 
defined as "information which is sufficiently specific in nature to provide 
one or more members with an opportunity to take action looking toward 
business advancement or advantage". Thus, a seller of typewriters 
finds it advantageous to assist a seller of office furniture by advising the 
latter of any sales opportunities encountered. The typewriter selling 
affiliate does this because he knows that, in the normal course of events, 
a similar advice in his favor will emanate from the dealer in desks. 


The second area of mutual assistance is found in word-of-mouth 
endorsement. Often a "bon mot" uttered to a prospective buyer by a 
person of recognized judgment and of apparent impartial position 
establishes a desirable framework for such additional sales efforts as 
personal salesmanship or advertising. Since the active spread of 
word-of-mouth indorsement is not limited to the few who attend meetings, 
but usually includes many others on the office staff of each, the effort 
becomes significant. Especially is this true as competition levels out 
prices and establishes more or less uniform channels of distribution 
and sales policies. In this regard, the so-called Fair Trade laws of 
some of the states have offered an advantage to Executives' Association 
retailers except, of course, where the "fair traded" product is sold at 
a discount surreptitiously. 


The third major area of mutual assistance is in the arrangement 
whereby one member may apply to the group for an introduction toa 
prospective buyer who has thus far eluded the seller, or perhaps seek 
a proper endorsement at a strategic time by what appears to be a 
disinterested friend of the buyer's. Some Executives' Associations 
have systematized this effort so that a seller may call the office of the 
Association at any time (as, for instance, between meetings of the 
Association) with reasonable expectation of prompt and effective 


cooperation 


It is in the fact that most Associations of the kind maintain full time 
offices in charge of persons well experienced in the problems of sales 
promotion that the success of these groups is grounded. A full time office, 
available instantly to apply the funded assistance of a large graup of local 
business leaders, is an asset not lightly to be disregarded by a salesman 
with a "problem customer". Furthermore, the office of the Association 
is used as a lead exchange with information funneled through it to all 
members who might be interested in the reported opportunity. 
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Thus, the person in charge of the office of the Association - an 
employed officer usually called by the apt title Coordinator" - is the hub 
of the wheel around which all activity proceeds. Indeed, the degree of 
success of the group can be related to his ability and energy as a leader. 


A significant aspect of Executives' Associations is their avoidance 
of non-member speakers at their meetings,and the almost complete lack 
of publicity which attends their developments. The program of an 
Executives' Association meeting is usually concerned with matters of 
Association interest, and the only speakers to come before such meetings 
are members who attempt to inculcate in their fellows an understanding 
of what they sell, to what class of buyer they sell it, and how besi they 
can be helped to increase their sales 


Unlike the service clubs, publicity is avoided on the basis that it 
has no more importance to a group of this sort than it would have 
ifa reporter were invited to attend a weekly meeting of a sales staff 
of any local business. Obviously, too, it would not be well to have a 
competitor made aware of the possession of a sales tool which is 
denied to the competitor. 


The Marketing of Sugar in the Continental 
United States, by J.T. Turner; Richard D. 
Irwin, Inc., to be published Spring, 1955. 


Few commodities of commerce have as colorful a history as that of 
sugar. The growth of the industry is a historical panorama of adventure 
and conquest. Government have been overthrown and national policies 
changed because of sugar activities. The importance of sugar marketing 
in the United States may be indicated by pointing out that sugar provides 
about 16% of the energy contained in all food consumed in the country, and 
percapita consumption approximates 100 pounds per year. Total 
consumption of refined sugar in the United States is approximately 
7,500,000 tons out of a world consumption of 35,000,000 tons. 


The main purpose of this study has been to develop an integrated 
picture of the structure and processes for the marketing of sugar. 
Numerous studies have been made of various segments of the sugar 
industry but none has attempted to present the entire picture. In 

addition, gaps in previous materials are filled and an analysis made 
| of the marketing process 


The first phase of the research methodology involved exhaustive 
library examination of large quantities of information gathered previously 
by members of the trade, government agencies, and a host of others. 
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These detailed studies on specific phases of the industry were of great 
value in contributing to the factual framework of the study. Many of the 
gaps that appeared in the available published materials were then 

filled by field investigation. A large number of interviews were held 
with various government agencies, including the Sugar Branch of the 
Department of Agriculture, the Tariff Commission, the Federal Trade 
Commission, and the Department of Commerce Further information 
was collected in New York City and vicinity where the conferences were 
held with members of the sugar trade. Conferences with brokerage 
personnel, refinery superintendents and sales personnel of refining 
companies were of much value in tracing industry trends and estimating 
market influences’ Finally, correspondence with numerous refiners, 
processors, and trade associations were fruitful in providing vital 
unpublished factual information. 


The analysis of the material presented in the study involved the 
development of answers to two major questions concerning the 
efficiency of sugar supply in the American economy. The first question 
concerned the adequacy of supplies for consumer needs. The general 
conclusion reached here was that the operation of the marketing system 
tends to bring sufficient supplies into the market - barring unforeseen 
events such as war scares, strikes, crop failures, and similar incalcu- 
lable forces. The second question, whether sugar is available at 
reasonable prices, proved to be much more complex and required detailed 
consideration An initial premise was made that the efficiency of a 
given supply could be estimated by considering the costs involved in the 
operation of various phases of the growing, processing or refining, and 
marketing system. These costs, including profit margins, also reflect 
the reasonableness of sugar prices. At any stage in the distribution 
process, prices are mainly composed of costs built into the price by 
the previous activities. For example, the price of raw cane sugar 
includes the costs of the grower, the raw sugar mill operator, and the 
broker Accordingly, an analysis was made of the costs resulting from 
distribution, processing, and production. The low margins of the 
various middlemen engaged in sugar distribution indicated that there were 
limited opportunities for cost reductions here. Retailers, for example, 
impose a margin of only five to eight per cent of sales volume. 
Wholesalers offered even less cost reduction possibility. It is believed 
that for many wholesale concerns the only return from sugar sales is the 
customary two per cent cash discount. Brokers, on the other hand, are 
very competitive, and depend upon large sales volume to yield necessary 
total revenues. 


Further, the margins added to the consumer's price by cane refiners 
and beet processors were found to be small on a unit basis. In the period 
1900-1952, this margin averaged only 1.15 cents per pound. 
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Refining and processing operations have continued to improve through 
the years with a growing variety of sugar grades for a multitude of uses. 
Again, as in the case of marketing practices, there was considerable 
evidence to support the conclusion that little could be done with the 
present processing structure to lower margins appreciably. However, 
there appeared to be possibilities for improvement of individual plants. 


Examination of the costs of production, in contrast to distribution 
and processing, revealed definite possibilities for improvement in 
efficiency. If production is to be most efficient it must come from 
those areas which are economically suited to the growing of sugar cane 
and sugar beets. Such areas provide the least cost supply. The various 
sugar producing regions and the respective costs of production were 
analyzed with this goal in mind It was found that least cost production 
was not completely realized. Under the influence of the considerable 
federal regulation of the domestic sugar market, part of the sugar cane 
production and the sugar beet production was of a relatively high cost, 
low yield nature At this stage in the analysis,then, it was concluded 
that the greatest opportunity for increasing efficiency in the sugar 
industry lay not in improving distribution and processing, but in changing 
the nature of sugar production - whether it be cane or beet. In turn, the 
greatest opportunity for improving production appeared to be located at 
the grower level rather than at other stages 


Further analysis of the study then centered on the role of government 
regulation in the industry. The American sugar industry has never 
operated in a completely free market where demand and supply function 
freely and price is determined by a balance of the two forces. Since 
an entire section of the study had been devoted to the development of 
sugar regulation and the administration of the various acts of legislation, 
this material was drawn upon in considering the effects of operation in 
a protected market. Some possible alternatives to the features of the 
present quota system of government control were offered in the hope 
that these suggested changes might provide the basis for further research 
regarding their feasibility or might suggest other alternatives. One 
recommendation, for example, suggested the removal of the tarrff on 
raw sugar and the processing tax. Such actions could result in a reduc- 
tion of one cent per pound in the price of refined sugar. At present 
levels of consumption, this reduction would mean a saving to the public 
of approximately 160 million dollars annually. In summary, the analysis 
pointed out that substantial savings may well be the result if the industry, 
the government, and the consuming public continue to seek more efficient 
methods of marketing sugar in the continental United States. 
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A Reconsideration of the Personal Selling 
Function in Retail Establishments, 

by Stanley L. Sokolik, Washington University 
(Doctoral Dissertation to be submitted toThe 
Ohio State University, 1955) 


It is the purpose of this study to investigate theoretically and 
empirically the performance of the personal selling function in retail 
establishments Major consideration is given to the effects of "selling 
simplification, '' defined as a specialized process of planning and 
controlling integrated selling situations in order to facilitate greater 
participation by the customer and to make more effective any participa- 
tion by selling personnel. Careful consideration is given to the operation 
and arrangement of "simplified selling" which is the objective or 
consequence of effective use of this process. Attention also is directed 
to definite benefits which can result as well as to factors which can 
limit the extent to which the selling function can be simplified. 


Selling simplification has already resulted in radical changes in the 
performance of the selling function in all types of stores and for all 
classes of products While many of the changes in salesperson- 
customer relationships have evolved simply out of retailers' acceptance 
of gradual improvements wrought by others, some are being consciously 
and dynamically planned and implemented by retailers. Because of in- 
tensification of clearly distinguishable economic and social pressures, 
more planned and extensive changes in retail store selling seem certain. 


Major reliance was placed on field investigatory work. Line and 
staff executives and technicians directly concerned with the selling 
function in a limited but representative number of retailing companies 
were interviewed There also were in-store observations of simpli- 
fied selling operations and arrangements and, in some cases, analysis 
of company records and management guides. The field work was 
principally done in retail establishments and offices of multi-unit 
organizations in the following lines of trade: department, variety, 
drug, hardware, specialty stores, and food super markets. In addition, 
careful study was made of existing literature relating to the development 
of selling simplification specifically and retail store selling generally 


Throughout, a major objective is the formulation of general 
principles which explain actions and methods affecting selling perform- 
ance in stores. It is intended that these principles together with the 
basic terminology and conceptual treatment of selling simplification 
will provide a rational framework within which all kinds of retailers 
can solve specific problems and achieve simplified selling particular- 
ized to their own conditions. 
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It is a fundamental conclusion that current changes made to simplify 
the retail selling function and growing customer acceptance of the 
consequences represent part of a permanent trend in retailing. At the 
same time, it is believed that traditional salespeople will not disappear 

_ altogether, even in mass-market stores. In fact, effective simplified 
selling may result in the development of better salespeople in those 
stores and departments where they are retained. It is contended that 
the primary concern in selling simplification is the nature of the 
g operational relationship between the interdependent factors of a 
"selling situation, '' defined as the individual physical and psychological 
environment in which buying action is determined and carried out. 


ae Simplified selling is thus dependent upon harmonious balance within the 

tion sales situation, achieved through careful coordination of the customer 
and six possible retail selling forces (i.e., the product, pre-selling 

2d activities, packaging and labeling, interior display, personal salesman- 
ship, and specialized facilities for customer payment and merchandise 
handling). 

e A new theory of retail selling is conceived. The Mental Buying 


Process-Behavior Pattern Theory emphasizes the customer's buying 
process, in terms of both the mental process and the overt behavior. 


ne The successive conscious states of the mental buying process consist 
sly of want determination," 'decision to buy," "selection," and "satisfac- 
- tion.'' Various kinds of selling which can possibly result from selling 


. simplification are distinguished upon the basis of the nature of customer 

in. participation which takes place (i.e , to what extent the buying action is 
completed before a salesperson enters the transaction, if at all). The 
major patterns of customer buying behavior and therefore the different 
kinds of selling are ''Unconscious/Undefined Want Buying," '"Pre- 
Decision," '"Pre-Selection, and "Self-Selection. " 


‘ Even though the development of simplified selling had become wide- 
spread, there remained a problem of proper techniques and procedures. 
Five major steps are found to be necessary to a scientific approach to 
retail management's use of selling simplification: determination of 

- major policy, organization of operational responsibility, planning and 

ent developing of individual simplified selling situations through the techniques 
of "situation analysis" and "analysis planning, an introductory program 
with floor personnel and customers, and continuing evaluation of simpli- 
fied selling results 
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Credit Insurance from the Policyholder Point 


of View, by James G. Sheehan; Doctoral 
dissertation in progress for The Ohio State 
University 


OBJECTIVES 


The purpose of this study is to evaluate credit insurance, the insuring 
of accounts receivable, to determine its possible value to American 
business. Although this controversial subject has been given prominence 
in our business literature, no single extensive study based on an objective 
analysis of actual policyholder experience has been available. Thus, this 
investigation is intended primarily to provide a factual reference on the 
topic as an aid to businessmen. It is further desired that information be 
reported that may assist insurance executives and others to adopt a scienti- 
fic basis for insuring credit risks as a social benefit where the need 
exists. The study applies only to the insuring of accounts of manufacturers 
and wholesalers in domestic trade. It is not concerned with credit life 
insurance or fire insurance on ledgers or debtors' property. Neither 
does it involve the insuring of retail accounts or export credit. 


Since the latter part of the nineteenth century, credit insurance 
companies have obtained several millions of dollars annually from 
American businesses. Many of the subscribers have been large and 
respected firms from all regions of the country. That they have been 
satisfied customers is attested by the fact that some have renewed 
policies for many years On the other hand, the majority of firms have 
declined to insure their receivables. Have the latter failed to take 
advantage of a worthy means of transferring the risk of catastrophic bad 
debt losses? Or have the credit insurance policyholders carried an 
unnecessary expense, the credit insurance premium? A failure to find 
adequate answers to these questions prompted this investigation. 


METHODOLOGY 


The approach to the topic has been empirical and analytical, with the 
findings based almost entirely upon original research, guided by the 
inductive method. The study was limited to firms doing business in 
Southwestern Ohio, in which the leading cities, Cincinnati and Dayton, 
are noted for a wide diversification of industries. The research was 
divided into three parts to determine the experience, firstly, of firms 
currently using credit insurance; secondly, of firms which had discon- 
tinued the insuring of accounts receivable; and thirdly, of the larger group 
of firms which had never used this insurance 


Personal interviews were conducted with officials responsible for 
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supervising the use of credit insurance in known policyholder firms, and 
in firms which no longer insure Records were examined and studied 
wherever possible. Mailed questionnaires were employed to reacha 
representative sample of firms which had never insured accounts 
receivable. This latter technique also gleaned information from the 

first two groups, but toa much more limited extent than did personal 
contact and study of records. Two different questionnaires were mailed 
separately to five hundred credit managers and to an equal number of 
presidents of firms. Interviews were also held with credit insurance 
executives, both present and past, in the home offices of both companies 
and with agents in the field, Further insight into the subject was gained 
from research and interviews at the New York State Insurance Department. 


CONCLUSIONS 


There are approximately three thousand credit insurance policies in 
force in the United States, with an average annual premium of about 
$2,300.00 per policy. Only two companies write the insurance in this 
country, one of which is an alien corporation and the other is owned by 
afinance company. The standard policy covers only a mid-range of 
possible credit losses, with a lower limit of a "primary" or expected 
normal loss set by the insurance company, and an upper limit on each 
rating group or account (less a coinsurance of up to thirty per cent) 
and finally a face amount of the policy. In actual practice, many credit 
losses of policyholder firms are not covered by the policy, and some 
losses do not qualify for payment because they do not meet the conditions 
of an insolvency as defined in the policy. There does not appear to be 
a mathematically factual basis for rates. Policyholders studied either re- 
ceived no return, or a small percentage in loss payments in proportion 
to premiums paid. 


Thus, the cost of credit insurance was found to be high, not neces- 
sarily when compared to the total sales of policyholders, but when 
compared to that portion of the sales which was actually covered by the 
insurance. The cost is also high when considered on the basis of loss 
ratios reported during the past two decades. Prior to that time, effective 
competition in the field brought more liberal coverages and greater returns 
to policyholders. The contention that credit insurance serves as a hedge 
against widespread credit losses in a depression period is not evidenced 
by observed facts 


The large majority of executives believed that their accounts receiv- 
able provided diversification and self-insurance, for reasons too 
Numerous to quote here Credit insurance as written is so complex 
that some policyholders do not fully understand it. However, this may 
benefit them in psychological relief from Worry about credit losses, and 
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in causing an increase in sales where the credit practice had been too 
conservative. The insurance may also help firms which have inefficient 
credit departments, by causing more alertness in attempting to conform 
to policy provisions. Yet it may restrict sales if an attempt is made to 
remain entirely within the coverages provided in a policy. 


Most need for credit insurance seems to be on the basis of insuring tl 
single-debtor accounts, but this service is not generally available today. t! 
Also, firms with limited working capital that sell to one or a few large 
accounts may need outside insurance; but even if they are eligible for 
the insurance, they may find that the rates are prohibitive This study 
points to means of utilizing credit insurance more effectively. However, 
present high profits on small volume suggests that only effective 
competition in the field would cause noteworthy changes in policies. 


An Analysis of Credit Insurance, by Mark R. 
Greene; Doctoral Dissertation to be submitted 
to the Ohio State University, 1955. 


Credit insurance is a relatively little known type of insurance coverage 
designed primarily to protect manufacturers and wholesalers against 
abnormal bad debt losses (those above a stated minimum) resulting from 
insolvency of debtors. Controversy surrounding the field has prompted 
this investigation, the objectives of which are: 


(1) To determine in a general way the extent of the need for 
credit insurance. 


(2) To determine why commercial credit insurance has had 
relatively little growth in this country in spite of the theoretical 


arguments in its favor, and 


(3) To determine what developments and changes are necessary 


before credit insurance may achieve the status of a permanent and li 
generally adopted tool of credit management. a 

g! 

The methods employed in securing the facts'‘necessary in this ce 
investigation include: ge 
th 

(1) Study of home office underwriting procedures, statistical of 
records and policy and claim files of the only insurance company in 

in this country writing credit insurance exclusively, the American be 
Credit Indemnity Company of New York, by direct observation and e 


by interview. 
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(2) Analysis of census and income tax data, existing literature 
and insurance contracts of credit insurance, including a review 
of legal decisions settled in this field. 


To answer the first question posed above, "Is there a need for credit 
insurance?" it was necessary to determine, first, whether there exists 
: the abnormal credit losses of a crippling nature, and second, whether 
these losses meet the requirements of insurable hazards. 


In brief the following conclusions were reached: 


r, (1) Analysis of income tax returns over a period of years, and 
other data, show that bad debts have been of very significant 
proportions as compared to the total net income of the firm and 
to the accounts receivable from which they stemmed, especially 
in periods of general depression, and have been a significant cause 
of business failures. 


(2) If the need for reducing or dtherwise minimizing the evils 
produced by bad debts is clear, the feasibility of devising an 

rage insurance mechanism to implement this objective is not. The 
chief difficulties standing in the way of satisfactory insurance 

m of the credit risk include the difficulty of gathering actuarially 

1d sound data upon which to base rates, the constantly shifting 
probability of credit losses over the business cycle, the 
inadequate number of exposure units on which to base loss 
experience, the possibility of catastrophic losses, and the 
existence of a moral hazard which tends to lead to adverse 
selection against the insurance company. The above problems 
have caused considerable limitations of liability assumed in the 
contract, and have caused the adoption of a rather complex system 
of underwriting and rating of the credit risk. 


There are many reasons why credit insurance has shown relatively 
little growth over the years as compared to other lines of insurance, and 
as compared to the growth of the economy as a whole. Perhaps the 
greatest factor has been the inability of the underwriters to offer a 
contract on sufficiently liberal terms to enough industries to allow very 
general realization of the central advantage claimed for credit insurance, 
the elimination of the abnormal credit loss and the substitution therefore 
of a small certain loss. While this advantage has no doubt been realized 
in many instances, it appears that in general the policies have actually 
been written to cover only limited risks and do not aim primarily at the 
excessive credit loss. 


Other limiting factors in the growth of credit insurance stem from 
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the underwriting difficulties noted above. There is evidence of consider- 
able lack of realism in setting of deductibles known as "primary losses" 
for various industries, due to inadequate statistics. The limitations of 
mercantile agency ratings as the basic exposure unit have necessitated 
the giving of individual attention of the home office executives to many 
applications for credit insurance. These matters, together with the 
very rapid rate of lapses of policies in force, the tendency of a majority 
of policyholders to be those of relatively small size, the failure of more 
insurance companies to enter the field and the apparent lack of desire 
of existing companies to expand vigorously, have all retarded the growth 
of credit insurance. 


As to what may be done to enable a greater realization of the theo- 
retical advantages of credit insurance and to help solve a real need in 
credit management and in marketing generally, it was developed in 
this investigation that credit insurance contracts could probably be 
liberalizedd considerably and the rates reduced without endangering the 
solvency of insuring operations, which have been unusually profitable 
over the years. Some basic changes in underwriting are needed, in 
order to gain the advantages of ''mass production" in this area. More 
aggressive marketing of credit insurance, especially in the many areas 
not now cultivated but which are potentialiy large users of this form of 
insurance is indicated. 


A Summary of Some Principles of Location 
‘and Layout in Planned Suburban Business 
Districts, by Gordon G. Barnewall, George 
Washington University, to be published as 
a technical bulletin by the Urban Land 
Institute. 1 


The objectives of this study were twofold: (1) to determine, from 
analysis of quantitative data, the factors which underlie success or™ 
failure in the location and layout of suburban business districts; and 
(2) to outline a practical, but scientific, procedure for selecting locations 
and determining the composition and layout of such centers. 


The principles developed in this study are based on analysis of 
quantitative data regarding numbers and types of stores, sales, payrolls, 
and employment in suburban business districts. The primary source of 
information was a special tabulation made by the Retail Section of the 


1This bulletin is based on findings made in the doctoral dissertation 
entitled: ''Factors Effecting the Optimum Location and Layout of 
Suburban Business Districts with Particular Emphasis on Metropolitan 
— Areas", by Gordon G. Barnewall, The Ohio State University, 
1953. 
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Business Division, Bureau of the Census. Before this tabulation could 
be made, it was first necessary to classify suburban business districts 
as noted above, and then to determine by a field survey the actual physical 
boundaries of each such district in the Washington area. 


Another important source of information was the Sanborn Company's 
atlas of scale maps for each store in all the suburban business districts 
of the Washington area. In connection with the study of consumers’ 
attitudes and habits regarding suburban business districts, several 
questions included in a mail survey of 5,000 households in the Washington 
area were used. 


As in most other urban areas, unplanned business districts account 
for the great bulk of suburban retail sales in Metropolitan Washington. 
This arises from the fact that these centers are (as a group) older and 
larger than the more recent planned districts. The predominance of 

unplanned districts is shown quantitatively in Table 1. 


The average neighborhood center in 1948 had eight to ten stores in 
it. The shopping centers averaged 19 stores per center. The regional 
centers average was 70 stores per center. In neighborhood centers, 
average sales per store in 1948 amounted to $107,000, whereas in 
shopping centers the stores averaged $132,000 in 1948. In regional 
centers, average sales were $161,000 per store. Average total sales 
by types of centers were as follows: $766,000 for the neighborhood 
centers; $2, 629,000 for the shopping centers; and $11,211,000 for the 
regional centers. 


The radius of the trading area for a neighborhood center is usually 
between one-half and one mile, and the area served by it generally is 
between one and three square miles. 


It is more difficult to make general statements about regional centers 
because of the much greater variance in their size, which may run from 
about 50 to as many as 250 stores and service establishments. Their 
radii range from a minimum of three miles to a maximum of ten miles 
The square area served by these centers also varies considerably en- 
compassing as little as six square miles to as much as 50 square miles. 


The factors affecting successful location of planned suburban 
districts are: size of trading area, income of the trading area, proximity 
to the downtown area, qualitative characteristics of potential customers, 
and traffic flow and type. 


In the past, market analysts have employed ratios of sales to store 
floor area in order to predict the amounts of store space required in 
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a sub-urban center. The historical ratios used for this purpose have 
not been derived, however, from analysis of suburban centers themselves, 
It is felt that suburban retailing is sufficiently different from downtown 
retailing to merit the development of an entirety separate set of ratios. 
These ratios, for the Washington Metropolitan area in 1948, are shown 
for each type of suburban business district in Table 2. 


Several "rules of layout" peculiar to suburban business districts are 
as follows: (1) the grocery and drug stores of a suburban business 
district, being the biggest attractions of most centers, should be located 
at opposite ends of a center; (2) shopping goods stores in suburban 
business districts should be located next to one another so as to 
permit convenient comparison of merchandise by the customers; 

(3) stores and service outlets whose operation involves the carrying 
of heavy or bulky items by the customers should be located as near as 
possible to parking facilities; (4) local factors such as neighborhood 
customs and topography should be carefully considered and may 
modify seriously the operation of the principles stated above. 


mi 


Table 1 -- Total Stores, Sales, Employees, and Payrolls of 
All Stores in the Suburban Business Districts 
of Metropolitan Washington, by 
Degree of Planning: 1948 


wm 
~ 


Sales Payroll Paid Employees 
Degree of Stores Entire Entire Work Week 
Planning (Number) Year Year Ended Nearest 
(000) (000) Nov. 15th 


Planned districts 311i $27,638 $2,927 1,599 
Semi-planned 

districts 102 16,859 1,687 864 
Unplanned districts 578 82,012 9,806 5,021 


Total 891 $126,509 $14,420 7,404 
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Table 2 -- Sales Per Square Foot of Total Floor Space 
by Stores in the Suburban Business Districts of 
the Metropolitan Washington Area by Kind of 
Business and by Type of Center: 1948 


Sales per Square Foot 

Kind of Business Neighborhood Shopping’ Regional 

Centers Centers Centers 
Grocery Stores $70.21 $96. 35 $132.50 
Other Food Stores 32.84 41.88 50.26 
Eating and Drinking Places 27.32 21.07 48.69 
General Merchandise Group n.a,. * 54.70 n.a. * 
Apparel Group 8.98 35.92 67.79 
Furniture, Furnishings, 

Appliance Group n. a. 32.01 57.44 
Automotive Group n.a. 120.66 n.a. 
Hardware Group 12.83 4.69 62.87 
Drug Stores 29.38 63.23 74.20 
Laundry, Cleaning 29.75 24.25 31.06 
Motion Pictures th. a. 12.25 16.12 
Barber Shops 12.29 14.85 19.23 
Beauty Shops 6. 34 9.01 16.46 
*n.a. - not available | 


Source: Tabulations from Sanborn scale maps of suburban business 
districts in the Washington Areas, and special tabulations 
of sales by the Census Bureau. 


Downtown and Suburban Shopping Habits Study; 
by John P. Alevizos and Allen E. Beckwith, Boston 


University College of Business Administration, 
January, 1954 


Recent changes in economic and social conditions, notably the increased 
importance of suburban living, have forced the traditional downtown 
shopping districts to re-appraise their positions. To learn more exactly 
what had happened to the Boston market the Herald-Traveler newspaper 
induced two professors at Boston University to undertake a study. The 
results are apparent in the complete report, DOWNTOWN & SUBURBAN 
SHOPPING HABITS OF GREATER BOSTON, available for ten dollars, 
and its more popular summary, "Downtown Dilemma", found in Harvard 
Business Review, Jan-Feb, 1954. This essay will attempt to explain 
some of the mechanics of conducting that study which were at least not 
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apparent in the journal article, and concludes with the highlights of 
findings. 


The survey area included all the communities within approximately a 
thirty-five mile radius of Boston, the Hub. To measure significant 
purchasing power and provide homogeneous areas with respect to down- 
town shopping, the area was divided into three segments--Corporate 
Boston, the suburban communities within a fifteen mile radius of 
Boston and, a second tier of cities and towns within fifteen to thirty- 


five miles. Thus, significant conclusions could be drawn about each area, 


A total of 4,688 personal interviews make up the sample, distributed 
to each of 141 cities, towns and districts comprising the Boston Retail 
Trading Area. The number of interviews in each city, town and district 
was determined by a buying power index based on (a) total population-- 
to reflect total need, (b) number of families--to reflect the varied needs 
of families versus single individuals and, (c) ratio of each town's median 
income to the area's median income--to reflect relative buying wealth. 
These three factors together, compose a general buying power index-- 
pointing out relative wealth and thus relative importance in the survey. 
The greater the buying power, the more significant and varied the 
shopping pattern. By computing the combined percentage of population 
and families and unrelated individuals with the factor of percentage of 
median income, a buying power index was derived. In this way emphasis 
was given to those communities which could afford to buy more per 
individual or family buying unit. 


The names of individuals to be interviewed were selected at random 
from the most current "TRUE LIST OF RESIDENTS" of each city and 
town. These lists include all males and females twenty years of age and 
over regardless of voting or citizen status. Names are listed by house- 
holds and arranged by streets and street numbers, and in turn the streets 
are arranged alphabetically within precincts. 


Two weeks prior to the interview each interviewee received a 
personal letter from Boston University's College of Business Administra- 
tion citing the importance of the survey, its purpose and its confidential 
nature. Then specially trained women interrogators called at the 
interviewee's homes with personal identification cards. Interviewees 
for the most part were pleased to divulge their shopping habits, opinions 
and experiences. Even on the question of the family's weekly income a 
response of 81. 2% was obtained--each interviewee answering this 
question in privacy and sealing the entire questionnaire into a special 
envelope. All interviews were conducted between April 20 and May 15, 
1953. 
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This was how the "Downtown & Suburban Shopping Habits Study of 
Greater Boston" was conducted. Now, in brief, some of the conclusions 
drawn from the survey. 


Migration to the Boston suburbs has gone on steadily to the point where 
they are no longer an outlying district but rather the very heart of the 
retail market. 


The striking fact emerging from the study itself is that in the struggle 
for the rich suburban Boston market, the downtown district maintains the 
dominant drawing power. Women shoppers from the suburbs prefer 
downtown for some very important reasons--the reasons that create 
shopping areas in the first place. They like it for the variety of goods 
available, for the range of sizes and colors, for the prices, for the 
delivery service it provides. Despite the fact that no less than 29 
suburban shopping places compete with the downtown area more than 
half the women queried in the suburban zone said that they still prefer 
to go downtown to shop for women's and men's clothing, and for house 
furnishings. In other words, for style goods, the downtown area is 
still the leader. As you climb the style ladder, this tendency becomes 
more pronounced. With items like furs and jewelry, the downtown area 
commands the market. 


Where have the suburban shopping places made their greatest inroads? 
In stock items where style is negligible and brand becomes all important! 
When it comes to refrigerators and other appliances, the suburban 
areas get more than half of the suburbanbusiness. Suburban stores 
enjoy the bulk of the children's volume and women's items with low 
ticket prices. The feeling of ''Why go downtown?"--also applies for 
hosiery, cosmetics and even wash dresses, that is, branded items which 
are carried at the same price everywhere. In the more moderate price 
fashion items--handbags, shoes, millinery, street dresses, sportswear, 
intimate apparel, etc. --the volume splits almost evenly between down- 
town and local stores. 


Fears for downtown's future were not completely allayed by the 
survey, for, as many as 46% of suburbanites say they are doing less 
shopping downtown. Eighty different reasons are given. Thirty-nine 
per cent shop "less" because of "natural" reasons--infirmity, children, 
income etc. Twenty per cent shop "less" because of "operational reasons-- 
shopping discomfort, poor service, confusion downtown, etc. The 
largest category of "less'' downtown shopping reasons are in "transporta- 
tion"-- forty-one per cent--including inconvenience of public transporta- 
tion, heavy traffic and parking difficulties. 


Boston, of course, has its parking problem. However, parking needs 
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should not detract from the importance of public transportation. As 
many as eighty per cent of suburban families now use public transporta- 
tion to shop downtown while only ONE-FOURTH of the population have 
cars AVAILABLE for general shopping. A strong expression for 
parking facilities at outlying points on the rapid transit system came 
from 7 out of 20 automobile-owning families while one-third of the 

total suburban market say they would increase their downtown shopping 
if adequate parking facilities were available in the downtown area. 


The strong pull of high-ticket items overcomes much of the apathy 
women shoppers have toward high transportation costs and the incon- 
venience of getting downtown. But, with promotional stress on middle- 
ticket items, the problem of getting the shopper to discount the incon- 
venience of her local shopping centers and buy these items downtown 
is a major one. And downtown retailers may have to be satisfied with 
the captive city-dwellers market augmented by a dwindling portion of 
suburban patronage if they cannot win the promotional battle for 
middle-ticket items. If downtowners choose to join the suburban 
movement --they should do so with a few large stores carrying wider 
varieties and deeper stocks--virtually counterparts of downtown opera- 
tions--taking full cognizance of the importance of public transportation 
facilities insofar as the non-car-using shopper is concerned. Controlled 
shopping centers must recognize the limited availability of the auto- 
mobile for shopping purposes especially during daytime working hours. 


Brand Loyalty in Family Purchasing of Frequent- 


Use Products, by Ross M. Cunningham, School of 
Industrial Management, Massachusetts Insitute of 
Technology, to be published in article form during 
1955 


The major objectives of this study are--(1) To develop improved 
methods of measuring loyalty behavior in brand purchasing, (2) To 
determine whether there are loyalty-prone and disloyalty-prone families, 
and in what number, and (3) To explore possible explanations of the brand 
loyalty patterns found (within the limits of the panel data available). 


Marketing executives would like to increase the proportion of high 
brand loyalty families among their customers and decrease that of low 
brand loyalty families as one means of improving profits. This study is 
an exploratory effort to determine the existence of loyalty-proneness and 
to estimate its frequency among a sample of Chicago families. It does 
not attempt to indicate how a loyalty-prone family may be identified, or 
if identified, how such a family may be approached to buy a particular 
brand. The first step is to learn whether a foundation exists to justify 
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such later research studies. 


The basic source of information used in the study consists of 
historical purchase records for the more than 600 families in the Chicago 
Tribune purchase panel during 1950, 1951 amd 1952. Seven different 
frequent-use household products are covered--coffee, canned peas, 
oleomargarine, frozen orange concentrate, toilet soap, scouring 
cleansers, and headache remedies. These historical purchase records 
show for each purchase the date, brand, size of package, number of 
units, price and store at which purchased. The first step was to 
identify a group of 402 families who had reported continuously over the 
three-year period. Then minimum thresholds were set for each 
commodity and families buying less than these amounts were not 
included in the analysis. For example, the threshold value for toilet 
soap was 80 ounces, or about 18 cakes, and for canned peas, 200 
ounces, or a little more than a dozen average size cans. Analysis of 
the characteristics of these below threshold purchases indicates that 
if they were to be included in the main analysis, the effect would be to 
increase brand loyalty ratings. From the 402 families, the number of 
purchasing families above threshold ranked in descending order were-- 
toiler soaps - 390, coffee - 359,canned peas - 325, scouring cleansers 
- 319, oleomargarine - 290, frozen orange concentrate - 211, and 
headache remedies - 205. 


The measures of brand loyalty developed have consisted of calculating 
for each family the percent of total three-year purchases for each 
commodity on four bases--(1) Percentage represented by the largest 
single brand, (2) Percentage represented by the two largest brands, 

(3) Percentage represented by deducting purchases on special "deals" 
for the largest single brand, and (4) Percentage represented by 
deducting purchases on special "deals" for the two largest purchased 
brands. Various analyses have been made of the families buying each 
product, using these four measures of brand loyalty. In some analyses 
these measures have been expressed as ranks and in others as absolute 
numbers. 


The basic validity of brand loyalty measurements has been proved 
by an analysis of the values which would be found under conditions of 
random purchase which take into account the number of brands available 
for purchase and the store purchasing habits of the families 


In order to measure the existence and extent of loyalty-proneness, it 
has been necessary to identify static samples of families purchasing 
groups of products in amounts over threshold. There are 244 families 
who all purchaséd coffee, canned peas, toilet soaps and scouring 
cleansers over the three-year period, and 66 families who purchased all 
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seven products. These have been analyzed in terms of the difference 
between the actual group performance and that which would be expected 
under completely random conditions. 


In addition to these main elements in the investigation, other aspects 
of the problem have been studied These include an examination of the 
relationships between brand loyalty and store loyalty, between brand 
loyalty and proportion of purchases made on special price inducements, 
between the many socio-economic factors available on the panel 
families and their brand loyalty performance, between time patterns in 
purchasing and brand loyalty, and a number of other investigations. 


Although it is too early to present any definite findings, some 
tentative conclusions may be stated. The upper ranges of brand loyalty 
appear to run higher than would be expected from the literature and 
opinions of many marketing people. There are differences between 
products, with headache remedies and scouring cleansers measuring 
higher than coffee and frozen orange concentrates, while toilet soaps 
and canned peas are still lower. However, the single brand loyalty 
of the top 10% of the 66 seven-product families averaged over 90% for 
all products except the two lowest, toilet soaps and canned peas, for which 
it was 84%. The bottom 10% of families had percentages between 20%- 


33%. There is definite evidence of loyalty-prone behavior among the 
families studied and in numbers which may be significant. There is 
a meaningful inverse correlation between brand loyalty and families 

who purchase heavily on "deals". 
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The Power of Creative Selling 


Ray Eppert 
Executive Vice President 
Burroughs Corporation 


I am pleased to have this opportunity to discuss a subject of prime 
importance to all of us - the creation of maximum demand for America's 
production. 


There is no longer any question about our ability to produce at any 
desired rate. The question from here out is, how much can we sell -- 
and the sales index will (with few exceptions) determine the production 
index, the employment level, and our standard of living. Distribution 
has become the senior partner and it is obvious at this point in our 

economy that "as we sell, so shall we live." 


This adds up to just one thing -- the greatest responsibility and 
opportunity in the history of American selling. 


More than ever before, it is apparent why creative salesmanship 
has been called the "Mainspring of the American System. 


rich 


You, who have a teaching responsibility in the field of marketing are 
ina vital role. Not only must your work produce personne! that is truly 
effective, but you must also promote a greater interest by young men in 
salesmanship as a career. 


Production only melts away under the hot sun of efficient marketing. 
I don't have to tell you that a production schedule that is not supported 

by good selling, and which piles up needed working capital in excess of 
finished inventories is doomed for a very short life 


So much for the premise. 


Now let us dig into this problem of 
"Demand Creation. " 


Let's put creative salesmanship under the microscope and try to 
determine what makes it tick, it's various facets, and the fundamentals 
which distinguish it from mere order-taking. 


A good place to start with is a definition of what is meant by creative 
selling. 


Does it involve the flashily dressed, loud talking individual, or the 
overly aggressive hustling that sweeps the unwary bystander into the 
sideshow rather than the main tent? Is it the fast lingo of the pitch 
men on the boardwalk in Atlantic City, or the high pressure patter. 
that sends us out of the store with three purchases instead of one? 
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No -- definitely not. True, there exists what might be called the 
“hot-rod" school of selling for which these connotations are appropriate. 


But to the great majority of men and women who make up the nation's * 
sales force, selling is a far cry from annoying and abusive techniques. you 
Creative salesmanship encompasses many basic principles. Two sy 
of the more fundamental ones are: Service for a mutual profit anda cai 
re-phrasing of Lincoln's famous saying to read: ''You must fool none - | 
of the people none of the time." It requires a complete understanding 
of the prospect's unexpressed potential demand. This concept of * 
salesmanship necessitates a thorough knowledge of the product and 
its benefits; and the capacity to conceive a close legitimate relationship Imt 
between the two. Naturally, persuasion and a positive attitude must spe 
play their tactful part. shi 

Creative salesmanship implies an ability to convince a customer 
rightfully that he cannot afford to do without the product. It produces the 
a prospect where none grew before. But note the words "legitimate" the 
and "rightfully." Creative salesmanship allows no taint of the 
charlatan, no hint of the magician's ''the hand is quicker than the eye." 

Here we are dealing with higher values -- a service -- a source of shi 
mutual satisfaction and profit whose test is it's capacity to endure -- det 
whose touchstone is the willingness of both parties to do business again. of t 
It's very essence is 'go-giving" rather than "'go-getting". Ob: 

Now let us examine specifically the components and techniques which, . 
properly integrated and used, bring the maximum sales result. 

Foremost on the list of requisites is education -- the basic knowledge d 
which will make possible a proper customer contact and relationship. 
Creative selling involves educating the prospect in the advantages and vs 
benefits which will accrue from acquiring the product. We can only it i 
teach him what we know; therefore, we must educate ourselves before 
we can expect to educate the prospect. 

A confident and positive attitude; a most imporiant precept in effective " 
salesmanship, can only be built on a good personal knowledge of the ie 


company, the product, its potential benefits under varying conditions, and the 
the ability to employ good selling tactics in a convincing presentation. 


Creative selling demands continuing study. 


and 

The alert salesman who recognizes that in the last analysis he is his 
own paymaster, will take advantage of every phase of training that he can ind 
find in order to improve his own techniques. evi 
and 
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Self analysis, and audit of calls and results will also increase know- 
ledge and future effectiveness. It's a good idea to pause on the sidewalk 
for a moment after a call and mentally review what happened. What did 
you do that was right? What was wrong? To what and how did the 
prospect react? A personal sales clinic diagnosis of deals lost and 
orders secured will help to develop a pattern of successful effort. The 
salesman should do it while the facts are fresh in his mind, and he should 
be brutally frank with himself. It's far better to have a diagnosis and 
acure, than an autopsy and a verditt. 


Creative selling is not confined to any market, product or industry. 
Impulse or convenience goods, intangibles, "luxury staples," and 
specialty goods have been changed to necessities by creative salesman- 
ship. 


Even more important than the history of these demands, however, is 
the creative selling going on today in these fields. It is indicative of 
the great plus factor in the American system. 


Another element which plays an important role in creative salesman- 
ship is the art of observation. Profitable observation is generally the 
detection of differences. It is seeing the significant, important and out 
of the ordinary, and sensing how it can help to better serve the customer. 
Observation is no magic power; it is simply finding things out. Pertinent 
information about the product, the prospect and the market, is generally 
the result of keen observation . 


A good creative salesman must be keenly aware of competition -- 
andI donot refer merely to the products and companies that directly 
compete. We must recognize that all products and services compete 
with one another for the prospect's attention and dollars. This is why 
it is vital that we sell the benefits which our product will produce. 


Our attitude toward competition should be that we are not meeting 
competition -- we are the competition. There's a vast difference. 
It is the difference between poor and good morale. This latter attitude 
insures a confident, but not cocky, feeling, and strengthens the approach, 
the presentation, and certainly the close. 


Price cutting and concessions are not a part of creative salesmanship, 
and very seldom, if ever, permanently answer a merchandising problem. 


Nothing has ever been built that someone else couldn't build worse 
and sell for less. Even the price chiseler knows that a higher price is 
evidence of quality. If we sell the value which accrues to the prospect, 
and emphasize that the product itself is merely the instrument which 
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permits delivery of the value, price becomes a minor rather than a 
major obstacle. Would anyone in this room want to buy a cheap 
parachute? You get the point, I am sure. 


We must remember that price and cost are not synonymous. Price 
is the investment, but the cost is determined by the benefits or value 
received on this investment. Stated differently, the highest priced 
product may cost the least. Sell the return on the investment -- 
not the investment. 


Another foundation stone in creative selling is "imagination." It 
has two functions. The first is to hunt, the second to change what is 
found. Note that both are words of action. There is no mystery about 
originality. You simply take what you have seen, read, heard -- use 
imagination, and then add yourself. 


The dignified showmanship in a dramatized product demonstration 
is the result of applied imagination illustrating product benefits and 
results. 


The principal limiting factor in creative selling is restricted 
imagination. A good salesman puts permanent anti-freeze in his mind 
and doesn't, under any conditions, permit his thinking to become frozen 
or static. 


Another link in the creative selling chain is animation. Certainly 
enthusiasm combined with vivacity and intenseness add up to animation 
in any definition. 


Probably the most contagious human emotion ‘is enthusiasm, and 
good selling demands an enthusiastic attitude in presenting the company, 
the product, and the benefits that the product will bring to the customer. 


Wouldn't it be silly for a salesman to expect a prospect to enthuse 
about his product unless he sets a good example. Enthusiasm is the 
spark plug which ignites the component charges of all the other factors 
involved in creative selling. But a word of caution. It is a fatal 
mistake to be enthusiastic merely for the sake of enthusiasm. It is 
very easy to detect whether or not a person is sincere, and if he is 
not it becomes an act and the prospect resents it and closes his mind. 


All of the fundamentals I have mentioned are essential -- but, what 
good is the gun and the shell if there is no firing pin? Unless there is 
adequate perspiration-effort, all the attributes which make up creative 
salesmanship are of course nullified. The smartest, best informed, 
most enthusiastic salesman can be and probably will be a dismal 
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failure if he doesn't work. 


In connection with effort, I want to stress the importance of practice 
and preparation. The demonstration of a product is really a staged 
presentation. Let's draw a comparison between it and the theatre and 
see if we can learn from their example. 


Have you ever seen a play that opened without rehearsal and hours 
and days of practice? Obviously, the answer is no. Why is this? 
Simply because the producer wants to get the order from the audience. 


Doesn't the salesman have the same problem? Isn't it logical that 
practice, practice, and more practice is a necessity if demonstrations 
are to be effective sales performances? It has heen my observation 
that the most successful salesman "train" for the big show and don't 
miss their lines after the opening curtain. 


I have known some salesmen who even practiced their presentation 
in front of a mirror with a tape recorder. They wanted to see and hear 
themselves from the prospect's position and thus perfect a pleasant, 
enthusiastic and convincing manner and delivery. 


Before we leave the theatre analogy, I want to say that a sales 
presentation, unlike the three act play, can end at any point if the 
salesman is closing all the way. If he can get the order early in the 
first act, the show's over. 


Many sales are lost because the salesman insisted on giving the 
entire performance before he would permit the prospect to buy. 


Well, I have touched a lot of bases in this discussion of creative 
selling. Let me quickly summarize the sequential use of the fundamen- 
tals we have covered. 


1. Investigate and thoroughly observe the prospect's 
present status in relation to potential product benefits. 


2. Create confidence by showing a knowledge of the 
prospect's problems and by trying to sell only what he 
should buy. The very essence of creative salesmanship 
is when the prospect, because of his confidence, stops 
thinking of the sales representative as a salesman and 
considers him an individual rendering a constructive 
service. 
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3. Make the presentation, dramatizing step by step 
how and why the product will benefit the prospect. 


4. Contrast the old and the new to bring out in sharp 
relief the advantages to be gained by purchasing. 


Get action by giving the prospect sound and con- 
vincing reasons for deciding now rather than later. 
The creative salesman closes the order by emphasizing 
the importance of receiving the benefits -- the values -- 
the advantages now. 


Creative selling has sometimes been described as low pressure selling. 
Actually, it is just the opposite -- it permits applying the greatest 
possible pressure and the customer likes it because he benefits. 


In conclusion, I want to say that more than any time in the last 20 
years, our economy now pivots on the power of creative selling. Like 
any other job worth doing, it is not easy. It requires hard work and lots 
of it. It presumes a genuine interst in customers and a sincere desire 
to do something for them. It calls for the best we have in us. 


But there is a reward and it's not a small one. There is the deep 
satisfaction of an important task well done -- the kind of satisfaction 
every human being derives from making a significant contribution to the 
society in which he lives. 


The "cafeteria era" of selling is over. American salesmen now have 
their greatest opportunity and they face their greatest challenge. 


As educators, you have an essential part to play in meeting this 
challenge. Good luck to you in your important work. 
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Is Selling Good for Society? 
by George W. Robbins 


It may be a source of bewilderment to many in this audience that 
anyone should ask the question, "Is selling good for society?" The 
answer may be so obviously in the affirmative in the minds of many of 
you that the question is naive--like asking, "Is sex necessary?" Some 
may think that we are dealing here with a truism which needs no analysis 
nor explanation. Others may think that this is some sort of joke and that 
Chairman Baker must have made a slight mistake in reaching down into 
Hollywood for an educator and coming up with a comedian instead. 


I will assure you at the outset that I am not here to be funny or to 
entertain but to look seriously at this important question. Down through 
recorded history, selling has been little understood and has been severly 
criticized. A long line of philosophers from Diogenes to Thoreau and 
Mahatma Gandhi have proclaimed the doctrine that it is better to want 
little than to have much. Homer in Book XV of the Odyssey, expressed 
the contempt of the Greeks for the 'greedy merchant men of Phoenicia" 
who were bent on increasing the standard of living of the Greeks through 
trading which brought to Grecian shores the tin from the British Isles 
and the purple dyes which, because of the colorfastness, were adopted 
as royal colors by the Greeks. Plato made it clear that he considered 
tradesmen to be in the lowest order in society and that no one who could 
possibly do anything else would stoop to trading. Napoleon contemptu- 
ously referred to the English as a "race of shopkeepers." St. Thomas 
Aquinas wrote into canonical law a philosophy of contempt for trading 
and rules to circumscribe it, both of which have affected enormously the 
attitude toward trading of peoples in our western civilization. Indeed, 
before the industrial revolution, the struggle of the church and of the 
princes against the growing powers of traders is well known and 
documented. 


But even Adam Smith, who laid the philosophical foundation for 
economic liberation, relegated trading to a position secondary to 
manufacturing in society. Only recently Albert Einstein stated 
publicly that, if he had his life to live over again, he would choose to 
be a plumber or a peddler instead of a scientist and scholar. Like 
Napoleon, Einstein expresses the greatest contempt for traders. But 
he is not alone, for a very substantial percentage of the population even 
in this country has a deep suspicion that selling is a wasteful economic 
activity--at best a necessary evil. 


I hope I have said enough to convince you that our question, "Is 
selling good for society?" does not have an obvious, positive answer. 
Let me give you first a few general statements of conclusion and then 
explain how I arrive at my beliefs. 
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(1) 


When properly defined, selling is identifiable as a force 


whose origin in society is associated with the highest of human aspirations 


--the will to be free and the will to create. 


(2) Properly understood, selling is a human effort which can 
be applied to both desirable and undesirable ends. Like other powerful 
forces, atomic energy, for example, selling must be directed into 
proper channels. 


(3) 
the free market place; but, since predatory activity of some traders 
tends to destroy freedom of choice and ruin the climate for trading, all 
sellers have a special competence and therefore a special responsibility 
to erradicate this kind of selling. 


(4) It is one of the great opportunities of today for sales- 
managers and salesmen to embrace a constructive understanding of 
selling, to disassociate selling from predatory activity, and to keep 
our society free to benefit from the kind of wealth creation which only 
selling can bring. 


For many years I have attempted to examine this question, I have 
asked many salesmen to explain how salesmanship can be defended 

and justified and to describe just what selling is. In general, there are 
two classes of answers. There is the natural law explanation that 
selling is human nature--to want to get along with people and to lead 
them into getting things done which the seller wants done. But this 
answer is like saying that breathing is good because all men breath. 
Moreover, one may use this same explanation to justify selfish 
activities which in their extreme form become rackets. True selling 
has no relationship to racketeering. A second class of answer is 

a rationalization. For example, one may say that if he did not sell 
aggressively, business would fall off, workers would be unemployed, 
and stockholders would not earn a return on their investment. While this 
is possibly true, it may also be true that aggressive selling by one 
company may throw the employees of a competitor out of work and bring 
losses to other investors. This type of explanation is a step in the right 
direction but it isn't going far enough. There is possibly a third answer 
which is expressed when my back is turned, and might go something 

like this: "So that's the kind of jerk who is educating our younger genera- 
tion!" 


My own beliefs about selling and salesmanship begin with an under- 
standing of trading, that fundamental fact of marketing--indeed of all 
business. Trading is exchange. Selling is the dynamic force which 
magnifies the creative character of barter; and salesmanship is the 


The best way to curb the mis-uses of selling is to promote 
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practical art by which selling is accomplished. We can no more under- 
stand a modern marketing economy by looking at salesmanship alone 
than we can understand modern medicine by looking at surgery. Let us 
look then at this thing called trading. 


If I were to ask you to list the various ways by which man can acquire 
wealth, I think you would come up with the following six methods: 


(1) Appropriation from nature 
Taking away from others 


Making with the hands (or talents of creation, 
including management) 


Gambling 
(5) Inheritance 
(6) Trading 


Any salesman can spend profitable time pondering this fundamental 
proposition. Just stop to think what kind of civilization we would have 
today if trading were removed from this list and if men were dependent 
solely upon the other five means of getting things--of creating wealth. 


Trading is unique among the ways of getting wealth. It is the only 
one that is reciprocal, that requires a two-way transaction in which 
mutual interests are served. Trading must involve two live persons 
who are working together. Trading always involves a gain to both 
parties of the trade unless there is fraud or deceit or force. Don't 
miss this point! An exchange in which only one party gains is nota 
trade but a robbery, a theft, a racket, or a gamble. Not a few people 
believe that the only way to get ahead in business is to outwit the other 
fellow--to make him lose and to pick up as a gain for themselves what he 
loses. That is one way of getting wealth, but it is not trading. It is the 
exact opposite of trading. On the other hand, many who accept this 
concept of trading still believe that the benefits to both parties must be 
equal if trading is fair. But this reasoning overlooks the fact that the 
gains from trade are largely subjective and cannot be measured in terms 
of dollars but only in terms of feelings and emotions, of enjoyments and 
of sacrifices. It is futile and unnecessary to equate such values in dollars. 


Some years ago I began to wonder if I couldn'tget an insight of this 
thing called trading which is the whole foundation of modern marketing, 
by finding out how it began. I spent some time looking into the question 
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of how trading started. I read every book I could find that referred to 
trading and selling. 


I found that there are only eight general explanations or hypotheses 
about how trading started. The first of these is that trading is 
instinctive, an inborn trait. This is the most widely held view-- 
salesmen are born--but psychologists will not rank so complex a 
phenomenon as trading along with self-preservation and sex as a basic 
drive. Trading, unlike these drives, is not universal, extensive, or 
repetitive. Many cultures have existed without any trace of trading. 


A second hypothesis has trading growing out of predation or plunder. 
Man could sustain himself only by capturing wealth from others. The 
trouble is that a rather advanced form of trading has often existed among 
primitive peoples who do not plunder and who live in peace without 
robbery or theft in the community. 


A third explanation is that trading grew out of warfare; that is, that 
man is naturally hostile to his neighbors because population is always 
pressing against scarce resources and he must kill off others in order 
to survive. I reject this idea on the grounds that evidence is confusing 
and contradictory. I doubt, indeed, that it is possible to explain war in 
economic terms, solely or even primarily. 


Fourthly, trading is felt by some to have grown out of gift-giving. 
This hypothesis is more sound in terms of what anthropologists know, 
but certainly trading has existed in cultures where gifts have not been 
exchanged. 


Fifthly, trading may have had its origins in the so-called "silent 
trade.'"' In this crude form of communication between primitive peoples, 
trade is initiated when one group leaves its wares on a hill and retires 
from sight to permit another group to come out of hiding to inspect the 
goods and deposit its offering in return. This explanation begs the 
question because it is a form of trading itself and in turn must be 
explained. 


According to a sixth explanation, widely held, trading arose from 
surpluses which appear from natural causes or from the accident of 
the division of labor. I reject this notion on several grounds including 
the absence of evidence that surpluses ever existed among primitive 
peoples. It is interesting that many people today view foreign trade as 
justified only on the ground that we have surpluses to get rid of! A 
more acceptable explanation is that we have surpluses because we engage 
in foreign trade. 
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Seventh, trading may be said to have grown out of the property 
concept. The Marxists sometimes point to the exaggerated manifestations 
of trading such as blatant commercials and high-pressure selling, as an 
"inevitable" result of the instinct for acquiring private property. 
According to this concept, man's strong sense of acquisition led him to 
want to trade. The notion fails because by definition property cannot 
exist without the concept of exchange value unless property be viewed 
as a part of one's soul. Thus the concept of property came after the 
development of trading itself. eae 


The most reasonable explanation is that trading is a man-made concept 
and a practice which was learned or even discovered more or less by 
accident. In importance to society, it belongs in the category of the 
discovery by man of fire and the wheel and the lever. The discovery was 
made by primitive peoples all over the world at some stage in their 
development. It came about because these people had a universal, 
abiding and repetitive characteristic to learn, to explore, to satisfy 
curiosity, and to live with other men in an ever-widening circle of 
experience. The essential prerequisite to trading is the development of 
the ability to valuate things in terms of other things rather than in terms 
of spiritual or mystical beliefs. It is an ability to objectify and emanci- 
pate one's feelings about his belongings from his spiritual self and soul 
Primitive man was buried with his belongings when he died because they 
were as much a part of his immortal soul as any other part of him. 

This notion is startling. It demands the acceptance of the idea that 
trading is intellectual in character, not emotional or mystical. 


Now I do not mean to suggest that this emancipation is universally 
or wholly accomplished today, or that it should be. We all have certain 
priceless trinkets, some of us refuse to part with material things even 
when we leave this world. A business man may insist on using his own 
picture as a trademark no matter how faulty it be as a mark of origin, 
or symbol of vaiue, or argument for buying! Nor dol suggest that since 
rational evaluation in economic life is useful, the persistence of spiritual 
and mystical beliefs is to be deprecated. Indeed, from deep religious 
beliefs which mold his moral character come the noblest of man's 
expressions, without which modern trading would be impossible. The 
whole structure of credit is based fundamentally on man's faith ina 
Divine Principle that guides all men. Salesmen need to accept on faith 
many things; but they need not--in fact, must not--accept on faith the 
basis for their own calling. This basis is the important discovery that 
trading can exist only when people learn to valuate things in terms of 
other things. The salesman's job then, is to help increase material 
welibeing and the human satisfactions which flow from it. Fundamentally, 
he does this through the processes and arts of selling and salesmanship. 
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Now that we have some glimpse at the nature of trading, let us add 


the concept of selling. Pure and simple trade or barter lacks two _ 
elements which are characteristic of modern business: Persuasion ove 
and rivalry. Both elements are present in trading in any society in ond 
degree proportionate to the freedom of action by producers and jud 


consumers _ It is quite possible that the very highly developed forms the 
of persuasion and of competition or rivalry in the United States are a 


direct result of the relatively free climate here for individual economic “i 
action. The eminent political economist, Thomas Nixon Carver, has oss 
suggested that man struggles for existence against the resistence of 
nature through four types of activities. Some methods are destructive; 
for example, war, robbery, dueling, sabotage, and brawling. Some are eon 
deceptive; for example thieving, swindling, making false claims, adultera- fre 
tion of goods and misrepresentation. A third class is composed of pol: 
persuasive methods, like political argument, love making, selling and onus 
debate. Lastly, productive methods include rivalry in the production of ent: 
goods and services. ore 
giv: 
We may learn a good deal about marketing from this classification. pit 
Modern selling in a free economy, at its best, is a sophisticated method 
of rivalry and persuasion in the production of wealth. The man who 
molds the clay into pottery makes wealth by changing its form with his able 
hands. It is easy for the layman to understand that this is wealth of t 
creation. But the salesman who makes a buyer want to use the eca 
pottery, and who persuades him to buy it, and who helps him to enjoy whe 
it, is creating wealth too - creating values which are not so easy for 
| gov 
the layman to see but which are actually more rare. The economist | fam 
calls these values by the names of time, place, and possession utility. | bus: 
There is ample proof that the utility or wealth created by the salesman stri 
in making people want things is valuable, because customers by the The 
millions every day freely choose to buy articles that carry the cost of to h 
persuasion, instead of articles that do not carry this cost. Our thos 
society has a large number of built-in prejudices against the acceptance | ipo, 
of this idea of utility, and salesmen and sales managers should be on gre: 
the lookout to combat these worn-out notions. Let me give youacouple | of R 


of examples. Politicians talk about ''The workers", in terms of factory Mis 
employees who make things with their hands. The implication is that Orle 
people in business who do not work with muscle are not workers, and 
that managers and salesmen belong in this category and must be carried 
on the backs of the hand laborers. Again, businessmen perpetuate nob] 
ignorance by the persistent use of the accounting term, "productive labor, “| 
in referring to direct factory labor, thus implying that management, 


administrative, financial, and selling costs are unproductive! that 
man 

A moment ago I spoke of selling ina free economy. A further comment dynz 

is essential at this point. I have heard salesmen say that selling exists the | 
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in any kind of society , and that Russian Communism cannot get along 
without it. I disagree. True, persuasion exists and value judgments 
are made everywhere, but not in a form which develops personal buying 
and selling skill that a free order encourages. Persuasion and market 
judgments in a dictatorship come down from the few who hold power by 
the sword. But a few generations of living under this power will surely 
rob consumers and business men of the trading skills which characterize 
free men. A centralized society which accomplishes this result must 
certainly limit progressively the creation of wealth. > 

American businessmen should be the staunchest defenders of our 
constitution which laid the foundation for this political and economic 
freedom and individual liberty. They should be the first to defend our 
political and economic institutions against the inroads of authoritarianism 
and monopoly control in any form; because the real genius of sélling can 
only become manifest in an atmosphere where individual freedoms 
prevail in the market place where men are free to outdo each other in 
giving better service and where millions of people develop: abilities to 
make judgments and market decisions. 


ra- 


It is one of the wonders of the world to me, that Europe has been 
able to develop its great economies and its great cultures in the face 
of the general prohibition against the use of economic persuasion and 

economic rivalry in the creation of wealth. For, it seems to me that 
where the State and the society limit persuasive methods to the central 
| government, be it government of the church or a ruling dynasty or 
| family, or by a nihilistic minority party with a secret police force, 
| businessmen will be forced, as will consumers, to channel their 
struggle for existence into either destructive or deceptive avenues. 
The best thing that one can say for a police state is that it may happen 
to have a benevolent head whose economic decisions, substituted for 
those of the millions of producers and consumers, may be better than 
| those of his ignorant subjects. And history gives us examples of some 
| great dictators who gave us the Parthenon, the Coloseum, the Colossus 
of Rhodes and, to use a modern example in Louisiana, the great 
ry | Mississippi River bridge and the Hospitals and public buildings of New 
| Orleans. The wise reader of history, however, will quickly call to 
mind the decisions of Napoleon and Hitler and Stalin which, together, 


d | have destroyed far more wealth than was ever created by all of the 
7 noblest dictators combined. 
or, 
But let me return to my analysis of selling. What I have stated is 
that trading is one of the great discoveries of the ages which enables 
’ man vastly to increase his power of wealth creation. Selling is the 
men 


dynamic force of persuasion and competition which lifts trading out of _ 
the category of laborious and primitive human activities and vastly 
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multiplies the benefits to the economy. There remains the concept of 


salesmanship to complete the picture - salesmanship, the art of ae 
stimulating trade through creation of wants and through the economical fos 
servicing of them. I need not tell the salesmen in this audience what a alth 
rare, difficult art salesmanship is, although there may be some sales pune 
managers who do not as fully understand this fact! The good practi- that 
tioner of the art of salesmanship, the real salesman strives to under- tie 


stand his customers' aspirations, wants, needs, motivations, and habits: dest 
He tries to alter these in such a way that the customer will have greater 
satisfactions. But he knows that it is the customer himself who must be 
the final judge of his own satisfactions and not the salesman, and that 


the measurement and forecasting of these satisfactions is difficult indeed. 8 
I am always astonished when I get the typical answer to the question, a 
"What is the most important thing for a salesman to know?" The reply 
usually is, "All about his product." My own reply would be, ''All about ’ 
the users of the product." I am sure that physicists, chemists, and jetted 
engineers know more about gasoline pumps than I would; but these people — 
have been designing gasoline pumps for years which do not take into 
consideration one fundamental fact about me as a consumer: namely, 
that I wish to know what the meter readings are without twisting myself sale 
around like a pretzel. Some day a real salesman is going to catch on _* 
to this elementary fact about consumers and he will force the engineers oe 
to design a pump that will give the satisfactions that consumers ought inef! 
to have. My point is that such a creative idea is a selling idea because : 
it relates to greater human material satisfactions. He 
It is now time to return to the original question, "Is Selling Good for | fund 
Society?" It has a moral implication, and can be answered only on the | mee! 
basis of an established definition of selling, which I have tried to offer, veeaen 
and one's basic ethical philosophy. The answer is nowclear. It depends sien 
on what society wants and who is doing the selling. If of its culture born 
society wants nothing but leisure, based on the belief that virtue comes j sell 
only from self denial of material things, then selling isn't very good for | "1" 
society. If people only want to produce enough to permit them to satle 
spend several hours a day dozing under the sun, or in the shade in He n 
siesta, then they will devise ways of prohibiting salesmen from stirring want 
up their wants for things that distract from lifeless comfort--things prod 
like television, automobiles, electrical appliances, better houses, and 
education. In sucha society, selling does not flourish. re 
On the other hand, if people want lots of things, including knowledge Me F 
of the unknown, so that they can move about without the physical restraint ~d 
of material poverty and do more things, there will be a premium ona whic 
major means that makes this possible--selling. Perhaps it is no - 
accident that this kind of society has developed in the United States, ret 
earth 
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the first great area in the modern world to develop in an atmosphere of 
political and economic freedom. And it is essential to join these two 
freedoms to accomplish the great wealth production we have. For, 
although Great Britain and France may have cradled the political free- 
dom we enjoy, this freedom was grafted onto a feudal economic system 
that is characterized more by restriction on free economic choice than 
otherwise. The remnants of theancient guild systems have not been 
destroyed; the organized trades still govern the entry of new producers 
to preserve profit, innovation is discouraged, and consumers choices 
are decidedly limited. There is no premium on creation of wants 


_ beyond those the guild can satisfy. When any seller can say "you can 


take it or leave it, '' you can be sure that selling and trading is ina 
degenerated state and social benefits reduced to all! 


In a very real sense, then, the question may be reversed, and we 


| may ask, "Is Society Good for Selling?" Ours surely is and this fact 


accounts in large measure for our economic prosperity. 


But, this view does not allow for complacency on the part of the 
salesmen. Their responsibility to preserve the value of selling to 
society is a grave one. They must defend and preserve political and 
economic freedoms on the one hand, and be intolerant of careless, 
inefficient, and dishonest use of selling effort, on the other. 


This is the seller's obligation to his calling and to his community. 
He can meet this challenge best by understanding and believing in the 
fundamental and ethical basis’of his occupation -- trading -- and by 


|meeting with logic and information the careless and sometimes 


vicious attacks on his work. To do this he must know that selling 
is not a trick or mysterious process available only to the few who are 
born to have it, nor is it related to deception. He must know that 


| selling is a creative activity which is founded on the aspiration of man 
'to improve his judgments, to build for greater material comfort and 


satisfaction, and to reach out for new experiences and understanding. 
He must know and believe that the process by which men are made to 
want more material things and are helped to get them is a creative and 
productive effort. 


He must believe that selling is closely associated with man's 
struggle to learn to use his intellectual apparatus to solve his agoniz- 
ing problems in an effort to climb out of ignorance, superstition and 
fear. Sellers need not claim the whole of the credit for man's progress 
which is a complicated story, indeed. But it must be an everlasting 


| challenge and inspiration to every man engaged in marketing and selling 


| 


that he lives and works to further one of the great adventures of mankind, 


namely solving the problem of eliminating poverty from the face of the 
earth. 
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SPECIAL INTEREST SYMPOSIA 


ADVERTISING 


Subject: Relationships with the Business Community in the Teaching 
of Advertising. 


Objective: From what business community sources may advertising 
teachers pick up information which will improve advertising course 
content so that we may turn out students better trained in advertising 
fundamentals and in the ability to apply these fundamentals ? 


Method of conducting symposium: everyone in the room, no exceptions, 
told of his experiences pertinent to the above objective. 


Results of symposium: 


Immediate results: By an interchange of viewpoints and experiences, 
we all know now of these experiences and ideas: 


To develop sales viewpoints, advertising teachers sell in stores, 
house-to-house, etc..... year ‘round training due to retaining 
fee arrangements with stores, advertising agencies, etc. is 
desirable. AMA should encourage internships in advertising 


agencies. ... students work in retail shops and assist advertising 
managers: students help create promotions for civic enterprises 
such as hospital drives, etc....national advertisers, on request, 


offer prizes for students who send in advertising ideas... 

AMA should be a clearing house for all such ideas as above 

and for the following ideas. ...The Advertising Sub-committee 
of AMA should be this clearing house... Field trips to adver- 
tising departments and advertising agencies... Advertising 
agencies and advertising clubs make up slides for class room 
use; for example, slides showing the progress of an advertising 


layout..... Thus, here are two facets to this symposium (1) how 
can business help teachers and (2) how can business help 
students?.... Advertising agencies in Detroit, for example, 


encourage students and teachers to spend a half day going 
through each agency with department heads explaining 
procedures. Advertising agencies, media associations, etc., 
mail material to teachers..... Advertising teachers must 
develop in their students the ability to write well and to think 
creatively..... An entire year's absence should be taken by 
advertising teachers and spent in advertising departments and 
advertising agencies..... Summer internships should be 
encouraged by AMA..... Case histories should be obtained 
and used by advertising teachers........ Students should visit 
advertising club meetings..... One advertising teacher sits in 
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regularly with a sales and advertising group where each 
month one member brings in a live problem, not solved yet, 
for discussion and solution. . Advertising practitioners should 
be invited to talk to classes. ..Universities hold advertising 
conferences in co-operation with advertising clubs... 
Teachers do consultation work. ..Newspapers, TV and radio 
stations, etc., should be visited regularly. .. Warnings and 
negative experiences were expressed regarding summer 
agency internships, and unprepared practitioners who visit 
classrooms. 


Long range results of symposium: These experiences, ideas, and 
viewpoints will be investigated in detail by the advertising sub- 
committee and resulting information disseminated to all advertising 
teacher members of AMA now on our list in Chicago. 


Vance Chamberlin, Chairman 
Sub-Committee on the Teaching 
of Advertising. | 


GENERAL MARKETING 


The Subcommittee on General Marketing met with the following members 
attending and participating: 


A. J. Alton, Miami (Ohio) University 

Francis Babione, Pennsylvania State University 

Vant Kebker, Ohio Wesleyan University 

Ward McDowell, Michigan State College 

Taylor Meloan, Indiana University 

Donald Mulvihill, University of Alabama 

Donald Shawver, University of Missouri and 

William R. Davidson, The Ohio State University (Chairman). 


The following projects were discussed and decided upon as projects 
for the Subcommittee to work on during the present academic year: 


1. Study and evaluation of the amount of attention given 
to the marketing of services in courses in general 
marketing. 


A paper was presented by Ward McDowell and comments 

were submitted by other particpating members. Because i 
of space limitations in these proceedings, it was decided 
to publish this paper and comments separately for 
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distribution to all teaching members of the 
American Marketing Association. 


2. Obtaining of teaching materials for distribution 
to teachers of marketing. 


The Subcommittee is to be divided into small groups 

of responsibility assignments on the basis of areas of 
topics usually covered in the first basic marketing 
course. The object is to get various firms to cooperate 
in distributing materials (brochures, reprints of articles, 
speeches, advertising materials, etc.) that should prove 
particularly helpful in providing up-to-date materials 
related to specific assignments in general marketing 
courses. 


William R. Davidson, Chairman 
Subcommittee on the Teaching of 
General Marketing 
MARKETING RESEARCH 
The members of the Sub-Committee on the Teaching of Marketing 


Research met and discussed the use of eases in the teaching of 
marketing research. 


RETAILING 


Reports of Sub-Committee Projects: 


"Annotated Bibliography of Retailing Research in Colleges 
and Universities, 1950-1954" Edward A. Brand, Michigan 
State College. 


Dr. Brand with the help of Drs. Donald K. Beckley and William 
Knoke developed a 21 page annotated bibliography to bring up-to-date 
the project started by Dr. Wenzil Dolva in 1948. 


"Visual Aids in Teaching Retailing’ R.S. Raymond, Penn 
State University 


Dr. Raymond with the help of Dr. Francis Babione developed a 22 
page report. 
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Both of these reports are being mailed to those members of the 
American Marketing Association who are on the mailing list for the 
Newsletter for Teachers of Retailing. 


Activities to be Undertaken By the Sub-Committee - Symposium 


Participants: A. Hamilton Chute, University of Texas 
F.M. Cody, Rutgers University 
Karl D. Reyer, Louisiana State University 
I.V. Fine, University of Wisconsin 
H. Webster Johnson, University of Detroit 
Samuel Leifesie, Northwestern State College 
Richard Sielaff, University of Minnesota 


The following activities were discussed: 


Development of a brochure on unique retail operations. 
2. The assembly of sample copies of contracts of "franchise 
chains", and a redefinition of the term. 


3. The assembly and distribution of objective-type examinations 
used by teachers of retailing. In the fall of 1949, 52% of 205 
retailing teachers in 161 universities and colleges responded 


that they wanted lists of objective-type examinations. Other ing 
studies came first, and today the requests are being renewed. Ma 
4. A study of the disposal of surplus stocks by different types of 


retail operations. 


5. Contacting and working with retail trade associations to discuss 


raising the starting salaries of college graduates in retailing. a 
6. Contacting retail trade associations to encourage them to pay | 
expenses of teachers to attend their conventions and special 
seminars so that teachers might become more familiar with 
retailer's thinking. 
Ma 
Yo To cooperate with and jointly to undertake to establish and Vic 
develop with local merchants: (1) to put into practice and Un: 
maintain specifically for demonstration purposes on a els 
limited scale certain procedures found in our literature, Tr: 
but not commonly practiced by local retailers, (2) to assist (In 
in establishing and conducting a series of identical and Sal 
related local experiments to be conducted more or less 
simultaneously over a wide area; (3) to compare and 
consolidate the results of these studies, and (4) to make the 
results generally available. 
Bu 
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8. To have reports in the Newsletter for Teachers of 
Retailing on peculiar developments in various retail 
trades. 

9. To report in the Newsletter local retail studies which 


might be conducted in other localities and eventually 
develop into projects of continuing worth. 


10. The compilation of a follow-up to the Visual Aids Study. 
The development of a bibliography or a Retailing 
Directory of Visual Aids that would give the sources, 
availability, costs, and critical analysis of each. 
These would be arranged under the chapter headings 
in standard texts. 


Harry A. Lipson, Chairman 
Subcommittee on the Teaching 
of Retailing. 


INDUSTRIAL MARKETING 


Members of the Sub-committee on the Teaching of Industrial Market- 
ing met and discussed future goals and past progress of the Industrial 
Marketing Committee. 


INTERREGIONAL AND INTERNATIONAL TRADE 


Members of the Sub-committee on the Teaching of Interregional and 


| International Trade met and discussed the formulation of a future program 


for the committee. 
SELLING AND SALES MANAGEMENT 


Members of the Sub-com. ittees on the Teaching of Selling and Sales 
Management met jointly for addresses by Ray R. Eppert, Executive 
Vice President, Burroughs Corporation, and George W. Robbins, 
University of California, L ;: Angeles. These addresses are presented 
elsewhere in these proceedings. H.L. Porter, Manager, Sales 
Training and Sales Supervisory Development, Standard Oil Company 
(Indiana), briefly summarized activities of the National Society of 
Sales Training Executives. 


BUSINESS CENSUS OF 1954 


The AMA Census Advisory Committee and representatives of the 


' Bureau of the Census met and discussed the Business Census of 1954. 
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